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ABSTRACT ' / 

The study's objective were: (1) to describe the 
patterns of work and welfare experience in -low-income families and to 
explain their causes, and (2) to appXy th^ findings to the policy 
problem of deciding which groups of welfare recipients should be 
required to work and provided with what mix of manpower services. The 
effectiveness of work registration requirements was analyzed. The 
intention was to isolate th4 extent to which the welfare syst^ 
itself causes job instability. The data sources were the Graduate 
Work Incentive (Negative Income Tax) Experiment and the f^anel Study 
on Income Dynamics. Th^ many findings are reported in terms of (1) 
worX patterns r (2) the effects of welfare on work, and (.3) welfare 
dependency. It was learned that those who can and cannot work are not 
easily\distinguished on the basis of characteristics that could be 
specified. Labor market problems are not clearly linked with 
demographic characteristics. Overwhelmingly, males in the low-income 
population move from welfare to work on their own, and so, 
apparently, do most female heads of low-income families, over time. 
However, there is much movement from work to welfare, and little 
movement out of the low-income ranges. (Author/A J) 
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Work and Welfare Patterns in LovTthcojne Families 
Summary and Cbnclusions 



I, Obj ectives . ^ . 

The objectives of this study originally were two: first, to describe < 
the patterns of work and welfare experience in low-incjome families' and to explain 
the causes of such patterns; secondly, to apply the findings on work and welfare 
patterns to the^policy problem of categorization: deciding which particular groups of 
welfare recipients should be required to work and provided with what mix of manpower 
services • • ' 

Conve"ntionally, persons in the low-income population are' examined at a point in 
time andth^ characterized as being "on welfare," 6r "employed," or "employed while 
on welfare*" ^Thinking in terms of these categoHes, the public and its official rep- 
resentatives seek then to move people from the welfare category to either the employed 
oi; the employ^ while on welfare categories. This study was directed primarily 
tcfwards discovering the usual patterns of movements between these categories, thereby 

^determining the valjie of the conventional categories and, by inference, of , program 
objectives framed in these common terms. Thus, the study sought to answer questions 
such as whether, if examined at a |ecorid point In time, those initially on welfare 

'dtlll would be there; and whether thbse, initially employed still would constitute 
tjie bulk of the employed or whether the employed would consist of a new set of people. 
If there usually is a substantial flow among the categories, then programs which 
affect this ..'flow must be judged not on the basis of whether yr not their participants 
change status, hut ra^ther whether the program induces /6Ee desired change sooner than 
it would otherwis'e happen. Similarly, program success depends on whether undesl,red 
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changes are either prevented or delayed, 1 

I n anal yzing the causes of work and welfare patterns over time, the^^tention 
-- x>± the study was ta isolate the extent to whicii the welfare ■s y s t e m ito elf-,-- ae— * 
opposed to personal or labor market factors, caused job instability. We hoped to 
apply these findings to the problems of categorization. Fundamentally, the results ' 
were not used to yield a set of categories because it was learned that associated 
with a small set of identifiable demographic^ characteristics was a wide range of labor 

market experiences. Thus, those who can and cannot work or those who need a particular 

> 

package and quantity of manpower services are not easily distinguished on the basis 

of characteristics that could be specified in laws or regulations. Well-specified 

/■ 

categories or groups requiring services are difficult to generate. Another component 
T 

of a categorical pre/gram -of ten is a work test. It can be studied separately. The 
second phase of this project is designed to analyze the effectiveness of work regis- 
tration requirements in overcoming%oluntary or induced instability. 
II. Data ^oui^ces ^ 

The ydata for the study comes from two Sources: (1) the Graduated "Work N 
Incentive Experinent, sometimes referred to as the Negative Income Tax (NIT) Experiment 

and (2) the Panel Study on Income Dynamics. The NIT experiment was conducted in the 

/ * * 

period 19o8-1971 in four cities in New Jersey and Pennsylvania and was managed 
generally by the Institute for Research on Poverty of the University of Wisconsin! 
The data from this experiment are derived from a set of thirteen quarterly interviews, 
administered over a 36*-month period, one at the outset of the experiment and then , 
at intervals of three months during the actual experiment. Originally, 1357 families, 
whose incomes were below 150 percent of their respective poverty lines, were selected.^ 
Some of these received any one of a variety ^of experimental treatments under a negative, 
income tax^ while the rest were assigned to a "control grpup^" Most of our work is 

/c ' . 
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( done with only 894 (of the 1357) families, chosen because continuous information on 
their welfare and experimental experience was available to us. These data are 
red^to in^this^tudy^^s~-the- '-U«Jisconsin data^' 
The Panel -Study -^^n^Jj^come^J^ynamics" covered the period 1967-1 97lJEor..fl nationally 



representative sample heavily weighted, though, with low-income families, A survey 
, was conducted by the Institute for Social Research at the University of Michigan 
of 5000 families, each interviewed annually for five years- Our study is based 
on a^ ^bsample of 1635 families referred to ^s, the ^'Michigan data.*' The families 
selected for the subsample had income in the bo^ttom fifth of the income distribution 
in any of the five years. Further, the subsample was restricted to families which 
were essentially intact (except for the possible departujre of any member) and whose 
head was not over, 60 in the first year "pf the study. 

Neither the Wisconsin nor Michigan data contain continuous work arid welfare histories. 
Thus, we could not trace the week-rt^-week or even month-to-month experiences of families 
in the samples. In the Wisconsin sample, respondents provided information about the 
nature of their labor force activity and earnings only for the last week of each of 
^ the twelve quarters; about their presence on a (fash welfare or the NIT experimental 
program at any point during a quarter; and about the size of their welfare and NIT 
payments for the quarter. In the Michigan sample, respondents provided information 
i on their labor force activity and earnings for the previous year, as well. as on the 
.total amount of welfare payments received by the family during. the year. The major 
limitations of these two data sets in studying work and welfare patterns is that they 
do not record changes^ in labor force and welfare status ^Within a quarter (or year) 



and the reasons for such changes. In offering periodic information, however, ^pti 
earnings and welfare pa3rment8, the data sets do present a unique opportunity 
. to deduce a general picture of patterns in employment and welfare status and their 



cil^sea. In sum, the data do not allow statements about the duration in weeks or 
months of welfare or uneiqployment spells. But they do permit an axialyst to capture 
VT^lKpOXtanrTasilfecta of fluctuations over time in work and welfare experience. 



III, Findings ' ^ ~ 

At Work Patterns ^ * 

The work pattern^ of males and females in both the Wisconsin and Michigan 
.data sets were investigated separately. 

Among male heads^f families in the low Income population, there is a variety of . 
work patterns and ^substantial evidence of fluctuations, in emplojnnent status and earnings 
over time. At any point. in time during the NIT experiment, the Wisconsin data indicate 
that roughly 86 percent of the male heads were employed. During the three year experi- 
ment, however roughly 96 percent of the males who basically remained with their 
families worked at one time or another. Similarly, in the Michigan data, we found 
that over time almost all male heads worked at one point or another. Over a five 
year period, 96, percent of the male heads worked at some tln^e. Thus there is not a 
fixed group of employed working poor. Rather there is a flow of males through employ- 
ment, with the group as a whole evidencing a high degree o| labo^ force attachn^ent. 

Besides the small proportipn of regularly non-employed males (who typically suffer 
from some disabling condition)^ other groups of workers in the Wisconsin ^sample can be 
identified by their work patterns. One interesting group, roughly one-fifth of the 
total, averages more than 41 hours per week during the -entire experimental period, 
A majority of these men has substantial fluctuations in earnings, but the fluctuations 
do not result from unemployment. They result mainly from fluctuations in overtime 
hours or from moving in and out of moonlighting jobs,. These very hard workers tend 
to be young, healthy, more educated, but nevertheless poor or near poor,* Another 
group containing over 30 percent of the total consists of men who work steadily at 
the full-time level. Thus about half the Wisconsin sample consists of men- who worked 



at least full-time during the entire experiment* In ^lie ilichlgan data, we also find 

a sizable group of stable workers: nearly two-thirds of the male heads averaged 1800 

/ 

hours or more per year over the five years. 

> 

Now consider the Remaining half of the Wisconsin sample which is characterized 



by some degree of employjpent instability. One group, about 30 percent of the total, 
shows great instability. When working, these people work full-time and earn wages 
similar on the average to those of other groups . - - Hovcver , they often are unemployed 
and change jobs frequently. The remainder experience one or two brief* spells of 
unemployment, but work most of the time. 

Although the study concentrated on males, substantial attention was devoted to 
the work effort of feu^l^s. In the Wisconsin 4ata, roughly only 15 percent of the 



female spouses were employed at any point in t±me~* Interestingly, in the Michigan 
data 77 percent of the female heads of families worked at some time during the five 
years. And over one-third of the latter group averaged 1800 hours or more of work 
pfer year over the fiv^ years. - • 
. B. Effects of Welfare' on Work. 



Work effort is affected by welfare policies. Both implicit tax (or benefit- 
Toss") rates associated with earnings as well as welfare benefit levels have small 
but statistically significant effects on the quant it v_af. work effort. Welfare programs 
of th§ soi^t studied generally do not discourage^wrk altogether but may discourage 
it temporarily. , The effect shows up in either increased fluctuations in work effort 
or longer^ spells o^ unemplo)rment . When the men work, It is largely at full-time work, 
plus ppssibly some overtime. Also, work re&poft&e-^o changes in welfare programs 
differs by race.-t- with whites being more negatdvely affected than blacks — as well 
as according to the program already in place. ^ ' - /' * ' 
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Suppose, for example, that the welfare guarantee is increased by $1,000 from 
an initial level of $2,400, which is close to the current national average guarantee 
available to a male-headed family of four, including AFDC-UF or General Assistance 
and Food Stamps. Using the Michigan data, for white mal^ VB preiUcir^ reduction r_r: 
in annual earnings that ranges from $210 per year at a benefit-loss rate of 25 percent 
to $525 at a benefit-loss rate of 70 percent. At a wage rate of $3.80 an hour, these 
amount to reductions in annual hours of work of 55. and 138 respectively. For^Blacks 
and persons of other races, the similar reductions are $129 and $323. The corresponding 
reductions in annual hours of work at a $3.80 hourly wage are 34 and 38. 

Now suppose that the welfare program benefit-loss rate is increased by 10 percentage 
points irom an initial level of 40 percent. At a guarantee of $2400 for white males, 
the predicted decline in earnings is $126, or 33 hours. Again, the induced decline 
in earnings is lower for males who are black or o'f other races, amounting to $78 or 
21 hours. 

C. Welfare Dependency 

The extent of welfare dependency is affected by the labor market experience 
of individuals. But it also depends greatly on the characteristics of the welfare 
program they face. Dependency, measured by time spent on welfare or amount of pa3rments 
receiyed over time, can be influenced markedly by simple changes in program character- 
istics, even if work behavior is completely uninfluenced by the program changes. 

This fact^can be illustrated b;, the Wisconsin data where we found, not surprisingly, 
that males who averaged high earnings during the experimental period received lower 
welfare pa3niients than did those with low earnings. But whereas the differences be- 
tween the two groups were s^stantial when considering regular welfare, they were rel- 
atively minor when looking at NIT payments. Unlike the regular AFDC-UF program, the ^ 
NIT plans allowed families with working heads to receive payments and earnings 
simultaneously. Thus, men with "unstable-low" earnings who faced one of the NiIe 
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treatn^ents received NIT payments averaging $255 per quarter compared to $231 for those 
wit h "sta ble-hlgh" earnings « a difference of o nly $24 P^exjiuarter. contrast. 



the difference Is much greater for recipients of AFDC-UFt where mejc with "unstable- low" 
eamlngiB received an average of $172 In AFDC-UF payments per quart/er compared to 
$53' for those w±th "stable-hlgpr earnings • ' 



IV> Policy Implications ^W^'^^ " 

A. A major objective of welfare programs Is to move people from welfare 
to work/* It Is necessary in this connection to distinguish a short-term success — 
getting a. welfare ^recipient to work — from a long-term success — getting 'a recipient 

V 

1 ' 

'to work in a situation where the probability , is very low that he will leave work and 
return to the welfare rolls • Overwhelmingly., males in the low-income and near low- 
income populations typically move from welfare to work on their own. Over a stretch 

of time, most female heads of familie^s in these income .groups appear to do likewise. 

* X ** ^ ' 

* But of equal significance is thfe fact that there is much movement in the other 
direction, from work to welfare. While there is much movement between work and welfare, 
there is little and alow movement out of the low-income ranges for most families 
finding themselves there. A program, therefore, which seeks to move people from 
welfare to work may be successful on a short term basis but unsuccessful on a long ^ 
term ''basis. In evaluating short-term results, a program, may overlook the possibility 
that its long run effects may be quite different. ^ 

y These arguments suggest possible refinements in the measurement pf program success. 

T^us, a welfare recipient returning to work is only a partial measure of program success. 

'Z ' \ ' • 

l^e critical element is how rafpidly the change is made. Moreover, there is an additional, 
^iinen^lon of success — how long will it last. The prograi? will be more successful. 



&by,i(Ju8ly, the more it stabilizes the emplo3mieiit of low-income persons (who eventually 
might again become dependent on welfare) • 
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B. If movement in and out of employment and welfare dependency Is common 
among low-income persons and if reductions in work effort induced by welfare programs 
take the form of longer stretches of unemployment, government monitoring of work 
€^f^"Qn: -hecomeS, vjery "difficult • In this, context, administrators of a wyck r^grst ration 



requirement become responsible for reducing the duration of stretches of unemployment, 
a tasK difficult both to perform and to measure, A short-term program success would 
be a reduction by a work requirement in the stretch of unemployment in comparison to 
what would have^taken place^ in the absence of the work requirement. Moreover, 
short-term success could cqnflict with the prospect of long-term success to the extent^ 
that welfare recipients are forced to foresake search for more attractive and stable jobj 

C. Moderate liberalization of welfare programs does not run the risk of 
eliminating work effort among the poor in general. Work and welfare will continue to 
go together, both serially and simultane'^usly* But liberalization may induce more 
cutbacks in work among some workers, as returns to work are delayed, overtime and 
moonlighting reduced, and voluntary job separations increased* * 

D. I^eralization of welfare programs will extend welfare dependency — simply 
as a matter ot arithmetic. Raising benfit levels, for example, extends coverage and 
makes it more difficult for people to become totally ineligible. If worfc effort is 
affected negatively by liberalization, then dependency will increase for a second reason 

Ef Attempts at categorizing people on ihe basis of a small set of i(^entifi- 
able work-related characteristics for the purpose of providing them with different 
welfare or manpower program "treatments" wiH be frustrated by the fact that labor 
market problems are not clearly linked with particular demographic characteristics. 
People with the. same characteristics h^ve widely varying labor market experiences. 
Thus, we are unable to develop a set of simple rules that eliminat^es the need 
for case-by-case discretion. * 
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CHAPTER I 

Welfare Turnover: A Review of the Literature 



Jtelf are program administrators of ten_are committed jto moving recipients from 



*'velfare to york" and thus, presumably, off of welfare > In order to evaluate their 



Success in achieving this objective, three issues h6ed to be considered. 

1) It is necessary to distinguish short-term from long-term success. 
A person may move from welfare to work only to return again at 
some future .time. It is thus desirable to investigate the extent 

' and circumstances of recidivism among welfare recif^lents. 

2) ' There are a number of ways of viewing and measuring short-term 
success. One could simply count transitions from welfare to work, 
a procedure useful primarily in distinguishing permanent from 
transitory recipients. Since so many recipients are transitory, 
further information about these can be gained 'by considering the 
timing *of transitions, for example, by measuring the average ' 
length of a spell on welfare and the frequency of such spelTs. 
Further refinement is possible if one recognizes that a recip- 
ient, .may obtain a job and nevertheless remain on welfare (at ^ 
least under some forms of welf^are, programs) . Although welfare 
payments are ^st ill' received, they are reduced dowriWard. A 
reduq^Cion in a welfare payment ^\xs may be at least' a partial 
Buc^cess even if , the persbn does not leave welfal:e« altogether. 
Such considerations become more relevant as the welf are'^sy&rf^> 
is liberalised, but they require measurement of changes in " 
welfare payments as well as transitions in welfare status. 

3) The causes of observed welfare patterns need to be considered. 
Obviously, the work |>atterns of welfare recipients affect" th^ir 

^ welfaine patterns. The next chapter reviews the literature on 

^ woiflk effort. In addition, however,, the structure of the welfare ^ 

^ ^ program toay have a significant effect on a family's welfare 
patterri. By' raising benefit levels, for example, a welfare 

^ program makes it more diffictilt ~ ia a purely mechanical sense — '/ 

^ ^ for recipients to* reduce their welfare benefits to* zerojand 

\ thus Jjeave welfare. , * , • * ' 

Host of the |/ above issues have been studied previously to some extent. 
This' chaptfer will review previous findings and indicate the "principaj. short- 
comings in past work. 

V . . . , 
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^ Introducing their study of turnover in the California A^C program, Boskin 
and Npid^ assert that "among the many badly mistaken popularly held views about 



velfaxei eBp:&ciallxJ^C,^L5_Jdie^\Me^that the populatioa of jrecipients is, mor«_ - 

or less permanently entrenched^H^ a welfare dependency status."^ Similarly, in 

evaluating their findings from a 'study of turnover in the New York City welfare 

programs, Rydell, et al, claim that "by tapping new sources of data on welfare case 

histories, [they] replace the popular notion of a 'permanent', static welfare 

2 

population with a comprehension of its true dynamic, changing nature." That there 

is not a permanently dependent welfare population, especially in the categorical 

• "J 

programs offering assistanC:e to families with children, is -the unanimous conclusion 
of prior studies of welfare dynamics. This conclusion, although it reflects an 
accurate description of the available data, provides an incoi^plete view of welfare 
turnover. What has been ignored or given inatfTlicient weight in the interpretations 
of existing studies is the impact of the chajrac/eristics of wel^are"^^rt)grams them- 
selves on turnover. Benefit levels, benef it-loss^(or tax') rates, ihcome^accounting 
systems, work registration requirements, and the myriad of other welfare ^ul^s 
and their administration all affect turnover — even if they have no ifepact on 
recipient behavior — by determining the conditions of their eligibility. 

High welfare turnover, an undeniable phenomenon under AFDC, in part reflects 

substantial short-run fluctuations in the non-welfare incomes of low ikico"me.-ltouse- 

\ ^ * 

holds. It masks, however, the relatively small degree of upward movement in 
the annual incomes of such units: progress out of poverty simply is not extensive 
and dramatic. High welfare turnover presently results fi?^m short-period fluctu- 
ations in income inte^racting with a welfare system that was designed to be responsive 
to such changes* Although both by design and administrative default the system 
of late has become somewhat lesa responsive to income fluctuations, the high 



turnover that remains is substantially an artifact of a particular set of welfare 
system rules and their often arbitrary administration. It requires no great liuag- 
ination £o develop different welfare turnover patterns, given the same set of non- 
welfare income patterns, with minor alterations in the characteristics of the welfare 
system. A convenient example is that the migration of an AFDC household from one 
jurisdiction to another results in a case closing and, most probably, a case opening.^ 
Complete federalization of AFDC, therefore, would redute turnover that results 
froia geographical migration. In general, were AFDC to become responsive largely 
to long run changes in family income, the turnover emphasized in ^existing studies 
would be attenuated dramatically. " • ^ 

Besides measuring. the extent of turnover, previous studies relate turnover 
rates to the personal characteristics of recipients, mainly to those reflecting 

V 

their capacity to earn income. The findings generally, are consistent among studies 
an^ not surprising: the duration of a ^peli on welfare is shorter the younger and 
inioTe educated the family head, the smaller the size of his family, and the higher' 
his potential wage. These studies are reviewed In this chapter. Prior to reviewing 
the studies on turnover rates and their relationship to the characteristics of welfate 
families, we illustrate how .changes in a welfare program can affect welfare turnover.. 
A. Welfare Turnover Under Alternative Program Characteristics ^ 

% The limited literature on welfare dynamics focuses on the links between 
welfare turnover and" personal characteristics, giving some attention also to the 
effects of the economic environment. With a notable exception, it inadequately 
mphasizes the links between welfare program characteristics and turnover. As a 
preface to our literature review, we'' ojEf er some illustration of the obvious point 
that, given a particular pattern in wfiich income accrues to a household, its welfare 
experience will vary with welfare 'program parameters. 

Table It 1^ contains the income pattern of a hypothetical household. The head 
experiences two stretches of unemplo3mient, each preceded by a period in which the 



. Welfare Benefits and Welfare Turnover Under 
Alternative l^rogram Characteristics 

z = 300, g„= 400, ■ K - . 300, g„= 300, 

^» .50, .5.0, t°- .75, t"- .50, 

Monthly Monthly Monthly ^ Monthly ^ Monthly ^ 

Month Income . Accounting Accounting Accounting Accounting 
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550 


.25 


125 




25 


2 


600 


0 
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0 * 


0 


3 1400 
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■ 0 


0. ' ■ 
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300' 


4G0 


300 
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300 ■ 
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300^ 


200 
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600 
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0 
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125 
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300 
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300 
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12 
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300 


400 


'300 


2oa 


Total 

Annual 

Payments 

Number of 
Months on 
Welfare 




1275 

r 

7 


— ^ — 

2275 

10 •' 


. 1200 

t 

^ • 4/9 


475 
5 


Average 
Monthly 
Payment 
While on 
Welfare 


• 4 

t 


182 


228 


300 


95 


Number of 
Spells on 
Welfare - ' 


5 , 


3 


2 


5 ' 


Average 
Lengtp of 
Welfare 
Spell 




l./4" 


3^ 

14 


• 

2 


1 

« 




FOOTNOTES 
TABLE I-l 



a. The formula for determining monthly benefits, b, isr 

* b » g - ty 

^'m ■'c 

where g^ « the monthly guarantee, 

t, =» the tax rate on income, 
" ' ' curtent monthly income.*'* 

b. The benefit formula is: . ' 

b= g^- t (y^+y^) : 

where the notation is the same as in footnote a above, except > 

that y « Income from the carrypv^r accoiint up to an amount equal 

g 

to the monthly breakeven level", — ^ — ^ minus y^. 
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spouse works for .one .month.. Columns 1 through 4 reveal its pattern of welfare 
experience under alternative negative incqme tax programs. The programs are 
^ characterized in the example only by a guarantee, g^, a monthly benefit available 
if incpme in, that month is zero; a tax rate, t, on all income, which reduces 
benefits as income rises; and an income accounting system, which determines both 
the frequency with which benefits are adjusted to income and the length of time 
over which incomeis "remembered" when benefits are computed. 

As the monthly guarantee is raised from $300 to $400, .comparing columns 1 and 
2, not only would the household's monthly and annual payments rise, but its number 
of months "on welfare," that is, months when it received a positive payment of any 
amount^ would increase from seven to ten months. It being harder to get off of 
welfare, its discrete spells on welfare decrease from five to three. The average 
duiration of Its spells on welfare would more than double, going from 1.4 to 3«3 months. 
These changes in the measures of its welfaire experience oyer time assume no Impact 
of the welfare system on the pattern In which income accrues* 

A comparison of columns 1 and 3 demonstrates how changes In the benefit-loss 
or tax rate affect wlefare experience, when all other program characteristics and 
the income pattern are held constant. 

Colinnn 4 is added to indicate the Impact of a change in thd Income accounting 
system, and also may be compa^red with column 1. In column 1, only income received 
in a particular month determines benefits in that month. . An alternative is to 
reduce benefits not only on the basis of current income, but also on the basis of 
income in excess of the paonthly breakeven level in past months. Thus,, in th^ third 
month, the family has $800 in excess of the. $600 breakeven level (the Income level 
at which benefits are zero when the guarantee is $300 and the tax rate 50%) • The 
"excess" of $800 in the third month is ignored In calculating benefits in the future 
mbnths under the monthly accounting system (in column 1). However, In an accounting 
system where income is "remembered" in future periods, the $800 excess will be added 
gp^(^ to actual income for a number of months in calculating benefits. The memory 
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syBtem In cdlumn 4 assumes that the $800 excess is used up in amounts equal to the 
difference between the monthly bteakeven level and current monthly income. Thus, 
$600 of the $800 is applied in the fourth month and the remaining $200 is applied 

^in the fifth month. Stretching out the period over which non-welfare income is 
remembered results in fewer months on welfare • In this case, the number of spells 
remains the same,^ but the average duration of a spell declines from 1.4 to 

' 1 month. ' • * - 

Program characteristics, like the ones illustrated, change periodically in 

•AFDC. Benefit levels vary as state legislatures choose. The tax rate on earned 

income dropped in July 1969 when the 1967 Amendments to the Social Security Act 

/ 

took effect. Those provided for the "exemption" in computing benefits of t*he first 
$30 and one- third of additional monthly ear^nings. The AFDC accounting system changes 
Implicitly. For example, household incomes are investigated with varying frequency 
in i:espotise to varying -political pressures to eliminate overpajmients to recipients. 



Examples of how administrative procedures influence welfare turnover are offered 

in the^ concluding section. Welfare patterns obsefved under a partfcui?^ configuration 

of program parameters, therefore, must be interpreted with caution.^ V 

. 1 • ■ ' 

B. The Welfare Experience of AFDC and AFBCrUF Families 

\ How long do families remain on welfare once they are there? With what frequency 

do their cases close? Once closed, with what frequency do their cases re-open? 
Four studies* containing descriptive dat'^'on welfare dynamics attempt to answer tji6se 



1 , •§ 

questions.^ We present th6ir basic fin4ings and* comment on their techniques. A_ 

■I ' * • • 

sumriary of their characteristics and findings appears in Table" 1-2. 



Boskin and Nold used longitudinal data on 440^ f emale^headed families in 
the^ California AFDC program. The families all went on AFDC in 1965, hot necessarily 
for the first time, and then were observed for .a §ixty month period. Far each 
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month during the period, Boskin. knew whether or not the families were receiving some 

AFDC payment, Overali* Boskin observed high turnover in this population. The mean 

•J * > , - 

spell on welfare was a stretch of roughly 26 months; while the median length of any 

^ 7 ' ' 

ERJC e welfare spell was less than 14 months. Roughly three- fourths of the 440 families 
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TABLE 1-2 



Supanary of Available Information on Welfare Turnover 



A, Type of Data 



Boskln-Nold 



Rydell 



STUDY 
b 



Saks 



Ketron 



Matched 

Longi- Cross- Cross- Cross- 
Lorigltudlnal tudinal sectional sectional sectional 



B. Welfare Juris- 
dictions 
Represented - 



California City of. New York City of All States 

New York 



C. Time Period 
■ Covered 



1965-1970 



1967-1972 



December May 1969 
1967 and 1971 



D.' 


■ Duration of 
jOne' Welfare 
Sp6H 


^ Median 
^ Median 


26 
14 

e 


20 ^ 
6 . . 


. 34.9 

34 

. 38.3 
12 


41.2 
27.2 


38 
54 


B. 


1 

f 

Average 


AFD.C 


3.9 


4.5 • 




2.4 


1.7 




Monthly Per- 
















centage 


AFDC-UF 




10.6 




3.7 


1.2 




Leaving 
















Welfare 















/, 



Percentage 
Distribution 
of Cases by 
Number of 
Spells 



AFDC[ 
AFDd-lIF[ 



2+ 
1 

2+ 



73 
27 



66 
34 

47 
53 



75 
25 

62 
38 



54 
46 



61 
39 



/ / 



18 



FOOTNOTES 
TABLE 1-2 



The Boskln and Nold statistics are obtained as follows: 

D. The mean Is the Inverse of the average monthly probability of leaving 
welfare In their simple. As explained In footnote 7, this Is a rough approx- 

^ imatlon of the true mean duration. The median provided In the author's 
paper is for the total amount of time spent on welfare during the 60 month 
study period. Since some families were on welfare two or more times during 
the period, the true median is less than 14 months. 

E. This yas provided by the authors in correspondence, since such probabilities 
were presented only for sample sub-groups in their paper. 

F • Boskln and Nold , p . / 11 . 

The Rydell statistics are obtained as follows: 

D. The authors advised us that a mean could be calculated from two sources, 

^ statistical report published, by the New York City Department of Social Services 
and a table in their report. From the statistical. report, we derlyed the average 
Yiumber of cises receiving both AFDC and AFDC-pF in each of the six years, 1967- 

'.,1972. Multiplying these averages by twelve and summing over the six years, 
Tw^ obtained the total number of "case-months" in each caseload. Dividing the. 
^^ums by Rydell *s estimates of the total number of separate cases receiving 
AFDC and AFDC-UF during the six years, we arrived at an estimate , of the mean 
length of a welfare spell. . The mean for AFDC seems plausible, but not that 

,*fi>i;^ AFDC-UF. (City of New York, Department of Social Services, Monthly New York 

'. ^iicy Public Assistance Summary; 1960-1973 ; and Rydell, et al , Table 2.3, p. -14. 

medians from the longitudinal data are obtained from Rydell 's Table 2.11, using 

'Jt'he. weights provided in Table 2.8. The medians for the cross-sectional data are 
^ftiovi/Iahle 2.14, using the weights in 2.12. Table 2.14 appears only in Rydell^s 
dt^ft report. ^ ' ^ ' ♦ 

' ' 

E. \. These are closing rates for cases closed within three months of their opening, 
table 1-3 contains thes'e rates for subsequent periods following their opening. 

' . Urn" '. 

F. /,;The distribution for the longitudinal .data is from Rydell, Table 2.10. 
Thilet, ciistribution for the cross-sectional data Is from Table 2.9. ( 

Th^ S^I^s« statistics are obtained as follows: 

means are presented in Saks, p. 125. 



means are presented in Saks, p. 

E. yih&Be are the reciprocals of the mean durations presented above. They are 
rough; apjptoximations of the true leaving rates, fallowing the, same argument 
off erefd dn 'footnote 7. of the text. ' 

\ ' 



FOOTNOTES 



TABLE 1-2, 



F. the numbers pre8ent*ed here are/for the State, not, the City, of New York, 
and for AFDC-UF and AFDC combined. -'(The. ratio of AFDC to AFDC-UF in New York 
City was about 12:1) Since the city caseload comprised 73 percent of the state 
caseload at that time, the numbers should be indicative of the distribution ior 
the city. (U.S. Department of Health, Education, and Welfare, National Center 
for Social Statistics, Findings of the 1967 AFDC Study> Part I> Table 12i^> 

The Ketron, Inc. statistics are obtained as follows: 

D. Ketron, Inc. did not provide medians, or data which permitted their derivation. 
Since they studied the national caseload, we derived these from the national. survey 
of the AFDC population^ (U«S. Department of health. Education, and Welfare^ . National 
Center foif Social Statistics, Findings of the .1969 AFDC Study> Par-t I, Table 11^) 
Unfortunately, the national 3urvey data combines AFDC and AFDC-UF cases, in the 
ratio of 20:1. ' ' 

E. Ketron provides the probability that a case will close within one year 

of its opening. Assuming, contrary to fact> that the case closing rate would be 
constant throughout the year, we divided these annual closing rates by twelve. 
Ketron, Inc., p. 6 and p. 20). 

~> ' « 

F. Ketron, Inc. did not compute these percentages for AFDC units ih thdlr 
matched sample, which is but a part of the total survey sample.. We reporj^ these 
for the entire, combined AFDC and AFDC-UF samples represented in the 1969 AFDC ^ 
Survey (U.S. Department of Health, Education, and Welfare, National Center for 
Social Statistics, Findings of the 1969 AFPC Study, Part I > Table 11). 

Dashed lines in the table mean that the authors did not provide any information 
on^the matter, not even data from which we could, derive estimates. 
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had but one spell on welfare, spending an average of nearly 40 percent of the five 

years receiving APtC. The other fourth had two or more welfare spells, and spent 

an average of half the period on welfare. Only 75 of the 440 families spent the 

entire 60 months on welfare. Nearly* 4 percent of the cases still on welfare left 

the rolls every, month. Once off the rolls, the probability of welfare recidivism 

8 

was 4.9 percent per month. 



Saks used cross-sectional data from the 1967 survey of the AFDC and AFDC-UF 

9 ' 

caseloads conducted by DREW. He separate New York Cit^ cases from those receiving 
welfare in the remainder of New York State. In this* survey, caseworkers were asked 
to report, among other items, on the length of time that an AFDC c^se had been open 
since its most recent opening, ignoring lapses off welfare of three months or lessj* 
Saks then computed the average length of time since. the most recent opening for 
cases in his cross-section. He found it to be over 41 months for an AFDC family 
in New York City. Although Saks does not measure the length of completed spells, 
his figures do contrast sharply with the 26 months mean in California! . For an 
AFDC-UF case in New York City, Saks Calculated a mean duration of 27 months. Whereas 
in California pnly one-foi^rth of the AFDC cases were recidivists, in New York City -- 
according to the Saks data -- nearly half were. Obviously, with the, duration on 
welfare being longer, the monthly probability of leaving was much lower in New York. 

Besides the fact that California 4iid New York City welfare systems, local 
economies, and caseload Composition may differ, there are peculiarities in the 
data tha't could cause the differences in the findings of Boskin and Npld and Saks. 
The Saks data will yield longer durations for two reasons'. One is simply that the 
caseworkers were instructed to ignore lapses in cases of three months or less in 
recording the duration of a current apell. A second is more comp*lica.ted, and 
offered inltiaflly by Rydell. Cons ider a span of three months, in .each month of 
which one case lasting one month and one lasting six months is added to AFDC. 
At the end of the third month, four cases are on welfare, three of the si:t month ; , 
and one of the one month variety. The inference, is that it we follow dpening cohorts, 
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as Boskin and Nold did, we m^y get a different picture of the average time on welfare 
than if we look at a cross-section of cases. Long term cases are more dominant 



].n 



Qross-sectional than in longitudinal data on cohorts. In Rydell^s data, for example, 
over two-fifths of cases in a given opening AFDC cohort remain on welfare for 



,more than three years; ^hereas over two-thirds of cases on AFDC at a particular point 
* in time are on welfare jfor more th^an thr.ee years. "^^ j 

There are two factors, however, that tend to reduce somewhat the average ^ 
duration in the Saks data; his cases have not completed their spell on AFDC; and, as 
Saks •notes, the growth of the New York City caseload in the mid-sixties would make 
it especially likely that the caseload would contain a large number of relatively 
new cases. On balance, one would expect the Saks* data necessarily to yi6ld longer 
durations than the Boskin data. Their results are not really comparable. 

Like Saks, Ketron, Inc. used cross-sectional data from the DHEW surveys of 
the AFDC caseload. In'this case, Ketron drew on the 1969 and 1971 surveys,^ attempting 
to determine how many families that were on \felfaTe in 1969 were still on in 1971, 
^ nineteen months later. •Two adjustments had to be made in the 1971 data to allow 
.their comparison with the 1969 data. First, the data from the two, samples were 
matched, so that all cases in the 1971 survey that were not on welfare 19 month's 
before were eliminated. Secondly, 1971 AFDC cases that were AFDC-UF cases in 
1969, prior to a father *s departure from his family, were treated as' AFDC-UF cases 
in 1971. Clearly, this reduces the observed turnover in AFDC-UF; it also raises 
calculated turnover in AFDC from what it would be in absence of the adjustment 
because fewer female heads are observed now in the 1971 cells. It is interesting 
to notfc the reversal in length of durations between the Saks and Ketron studies. 
Saks, of course, studied only New York City, whereas the Ketron stucly included the 
national caseload. Nevertheless, Ketron finds that 'AFDC-UF cases remain on welfare 
longer when their immediate transfer from AFDC-UF to AFDC is disregarded as a 
cas^ closing. 
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I By far the most extensive dtudy of welfare done to date Is that done by 

Rydell at the New York City Rand Institute. Both, cross-sectional and lorigltudlnal 
data. on particular cohorts were used. As noted above, the different data so^rces 
yield different results ^about welfare dynamicd. As can bie seen In Table 1-2, the 

^ crQss-sectional data ylel^^dhger average durations than do , the data on opening' 
. cohorts^ not surprisingly, then, the former -also qontaln a larger proportion oi 
persons who are not welfare recidivists during the 72-month study period. Jhe 
average durations found by Rydell $or New York are longer than those of Boskln 
and NQ^^i^Wr California, when the two sets of longitudinal data ate compared. 
In contrast tp^Ketron's results for the nation, Rydell finds that AFDC-UF cases 

,9^^ve shorter* welfare spells than AFDC cases. .Even aftier Rydell accounts for movement 

of AFDC-UF cases to other categories, AFDC-U^ durations are shorter than those for 

12 - ^ 

AFDC cases. ^ 

Some of the most Interesting de^scrlptlve data In the Hydell study, repro- 

duced here In Table 1-3, are on case closing and case reopenlhg rates. The top 

bank of Table 1-3 Incflcates that case closing rates drop markedly with increasing 

case Spge: the longer cases remain on welfare, the less Ukely they are to leave , 

welfare in any. particular month.*" This finding, buttressed by the Ketron study 

of the national caseload, is Important, for the Boskin-Nold 4nd Saks studiefs 

13 

assumed ^no change in case closing rates as cases aged. Note also how case re- 
opening ra^te^ fall tJith the passage of time: if a closed case reopens, it is likely 
to do so quickly. Rydell 's data further indicate that, in all, roughly one-half 
of closed AFDC cases and three-fifths of closed AFDC-UF cases reopened within the 

5-1/2 year study period. Similarly, under one-half of all opened AFDC cases and 

14 

three-fifths of all opened AFDC-UF cases are cases of welfare recidivism. 
This substantial degree of quick recidivism may be reflective of the fact that 

tfhat gets families off of "welfare are short run, llbt long run, increases in 

family Income. ^ ' , ^ 
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TABLE 1-3 



Monthly Percentage Closing an4 Reopening Rates^ 



Time Since 
Addition of 
Cases to 
Welfare Rolls 



A. Monthly Closing Ra-t-es-o^f Openings by Time Since Opening 



AFDC, 2 

or more children 


AFDC, 
1 child' 


4 

AFDC-UF 


4.4 




10.6 


3.2 


4.2 


7.0 


2.0 


3.0 


4.0 


1.5 


U9 


- 1.9 


2.2 


1.1 


0.7 



3 months 
6 months 
1 year 

1.5- - 3.0 y^ars 
'3v5 -..5/0 years 



Time Since 



B. Monthly Reopening Rate Into Former Type of Assistance 



3 months . 
6 months 
1 year 

1.5 - 3.0 years 
3.5 - 5.0 y^ars 


5.1 
3.6, 
, 1.4 
0.7 
0.3 


2.8 
2.3 
0.9 
0.4 
0.2 


2.2 
1.5 
0.6 
0.3 
n.a. 


Time Since 
Closing 


C. Monthly Reopening R,ate 


Into Different Type 


of Assistance 


3 months , 
6 months 
1 year 

1.5 -J. 3.0 years 
3.5 - 5.0 years 


6:5 

0.3 
0.2 
0.2 


0.4 
0.7 
0.5 
•0.2 
0.2 


1.4 
3.1 
1.8 
0.9 
0.5 



,1 • . . 

Source: C. Peter Rydell, Thelma Palmiero, Gerard Blais, and Dan Brown, 
Welfare Caseload Dynamics in New York City, R-1441-NYC, 
The New^York City Rand Institute, October 1974, pp. 28 and 35. 
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In sum, high turnover does seem to characterize the AFDC and AFDC-UF programs. 
The measurement of the turnover » however, with a given set of program parameters, 
is affected markedly by the choice of longitudinal or cross-sectional data. 
C. The Correlates of Welfare Turnover 

To date, measures of welfare turnover have been related to medsures of the 

personal characteristics of recipients and of the local ecohomy. The personal 

characteristics Are presumably related to earnings and to othet factors directly 

affecting welfare experience.. Increasing attention has been given to a third set 

of variables, measures of welfare programs^ «Our point is not that the latter have 

been totally ignored in. all studies; it is, rather, that they have been given in- 

sufficient attention in interpreting turnoveS*'^ates and their determinants. In 

particular, what has not been stressed is that high turnover 'reflects in part, 

at least, the parameters of the AFHC %pd AFD^'-UF programs, Aot only increases in the 

■ 

incomes of recipient households. This Action reviews findings on the correlates 

r ■ ' / 

of turnover and places them in perspec*t.ive. 

' Boskin and Nold focus principally on labor market variables in explaining 
bath case closings and case openings. They develop for each female head , of family 
in their sample an expected market wage and an expected duration of unemployment 
once in the labor market, from a regression of thesje variables'^on personal character- 
is tics using data in the 1967 Survey of Economic Opportunity. Added to these 
measures of the opportunities afforded by the local economy are variables on 
personal characteristics that may affect labor market prospects, such as race, 
non-wage income, age, health, occupation, and presence of pre-school children. ^ 

The authors find the wage and unemployment variables, plus race and non- 
wage income, significant in expl>iining case closings. Only the wage and race 
variables are significant in explaining openings. In short, whites, those with 
higher non-wage incomes, and those with be^er labor market opportunities all 
have better prospects of leaving welfare. Once off welfare, non-wliites and those 



whose expected wage is below the legal minimum ate more* likely to return to welfare, - 
Other personal characteristics are not significant in explaining case closings or 
openings. Since duration on welfare is inversely related to case closing rates, or 
the probability of leaving welfare, the average durations for persons of different 
characteristics can be inferred from the above. For example, women whose expected 
wage is below the minimum will average roughly 75 percent more time welfare per 
spell than women whose, wage is above the minimum, their other charcteristics' held 
constant. 

On theoretical and statistical grounds, the Boskin and Nold paper are open to 
question. . Levy has noted that a model of welfare turnover for femaX^headed families 
that relies too heavily on labor market ""fagtots is ill-founded in viewA)f ^the small 
proportion of such cases closed for reasons related to .emplojanent. In the first quarter 
of 1973, for example > i^ss than 7 percent — probably less .than 5 percent — of AFDC 
cases in California closed because of employment. Yet Boskin and Nold ascribe 
the increase in average durations on AFDC from roughly '22 to. 37 months to the difference* 
in expected wages, faced by AFDC mothers. In effect, 'Boskin and Nold related welfare 
experience to all the exogenous variables of theix system. Some of these "exogenous f 
variables, may affect welfare directly, but many of them-affect it only through the 
channel of earnings. It is tempting to wonder whether spelling out the Intermediate 
steps might have given a clearer picture of structural relationships. In any case, 
while we accept the fact that welfare turnover, especially case openings in AFDC-U?,, 
is rela(ted to employment factors, a more complete model i^ould consider ndn-labor , 
market factors as. well. ^-^''^ 

Using no particular theoretical structure, the Ketron study estimates the 
relationship between case closing rates and the race, age, education, and the number 
of children of AFDC mothers. Additionally, the length of time a case has been op^n 
is included as an independent variable. The probability of a case closing, falls 
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(or the duration on welfare rises), If an AFDC mother Is non-white, has a large number 

« 17* ' 

of children and Is older. It. also falls^ dramatically with the "age" of the case. 



For example, a family headed by a white mother under 26 with one child has 'a .35 
chance of leaving AFDC In the -next twelv^ months, If her case has b6en open for less 
th^n one year; whereas the same type of family which already has beek on AFDC for more* 
than two years fapes but a .0$ chance of leaving, within the next year. -This 75 percent 
decline in the probability of leaving AFDC as the case ages induces Levy to specuJLate 
that the 

• . .welfare system contains several "tracks; a 
number of families come on the rolls at a particular 
time. For some, the, rolls are acting as a backstop 
through a difficult period and they leave the rolls 
as soon as circumstances change^^g For others, welfare 
becomes a long-term phenomenon* 

This point stands in contrast to earlier emphasis simply on high turnover in AFDC. 

, ' ' Saks also recognizes that the decision to leave AFDC is explained by changes 

in earnings in only a minority of iftstances. Migration and technical disqualifications, 

for ewunple, account for a sizable fraction of case closings. Still, though, indicators 

of employabirity are statist icf^lly significant in explaining the duration of welfare 

spells. Saks finds, for example, that the expected wage bf both AFDC and AFDC-UF - 

family heads is negatively\elated to the duration of a welfare spell. Amon^the 

personal variables ,r]age and disability are positively correlated with duration. 

Saks notes that the correlation between age and duration may indicate that older 

per^on^ may simply have pad more time to be on welfare. 

" Lastly,^ Saks discuses two types of effects of welfare program variables: 

they may influence recipient behavior, and thereby affect eligibility; or they mdy 

affect mechamilalify the condx^ons under which recipients are eligible, even if they 

have no influence On beWior^ Thus, Saks asserts" that a fall in the tax rate wijU 

have two different results: 'it will itiduce more labor but it also raises the welfare 

' ' 19 

breakeven l^vel so it will increase expected duration of cases. He does not - 

distinguish the two types of effects in interpreting his statistical work. 



In dlsucsslng the positive correlation that he finds between the guarantee level 
apd expected duration, he refers only to behavioral effects: lower guarantees "push" 

family heads, especially males, to search more assiduously for non-welfare income 

20 — 

alternatives. We shall^ return shortly to Saks* overall discussion of the relation- 
ship between welfare program characteristics and welfare participation. 

Limited analysis of the data emanating from the Michigan Panel Study of Income 

• 21 

Dynai|ics has been done at .Michigan. Dickinson combined all low income families 
and then estimated the correlates of the probability of any low income family going 
on any cash public assistance program during tlie five year study period; and the 
correlates of the probability of a family leaving^ Velf are after having been on. 
The most important correlates of going on are the departure of a male head from 
his family and the age of the children in a family. Families on welfare whose heads 
change from male to female or remain female are much less likely than male-headed 
families to leave welfare. Interestingly, in a study which considered family structure 
family composition, not labor markfet, variables were critical in getting on' and off. 
Lastly, holding constant a large array of factors, families ^n the Northeast were 
most likely to get on and least likely to leave welfare. What distinguishes the 
Northeast from other regions must be their more generous and liberally administered 
welfare programs. 

Consistent with the results of Qther studies already reported, the Rydell 
study finds that variables relatefd to the prospect of employment affected turnover* 
Case closing rates in AFDC are negatively correlated with the age of the mother and 
the size of her family, as weld as positively correlated with indicators of her 
employability. 'For example^ controlling for other factors, the probability that 
a recently opened AFDC case, where the mother had one child, would close within its 
first year on welfare was .030 in any given month; where the mother h^ad two or more 
children, that probability dropped by a third to .019. Similarly, tHe probability 
that a case headed by an "unemployable" mother would close was roughly one** third les^s 
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than the probability that the case of an employable mother would be terminated. 
(Eaployability hei?e resulted from caseworker judgment.). 

Another interesting outcome of this study is the development of predictive 
models for the ninaber of case openings and the number of case closings in each 
welfare category, incliiding AFDC and, AFDC-UF. Monthly openings in an assistance , 
category are regressed, in a log linear regression, against six variables: the 
average number of monthly openings in the previous twelve months, the number of 
caseworker workdays in a month, the welfare department's acceptance rate for new 
applications, the deflated welfare guarantee, the local unemployment rate, and the 
number of recent "general service" births. Monthly closings 4ce regressed against 
previous closings, caseworker workdays, the welfare guarantee, and the unemployment 
rate. 

Rydell notis that changes in guarantees and acceptance rates by the welfare 
department could have altered openings and closings by having both behavioral and 
mechanical effects: welfare ptogessively was made relatively more attractive, thereby 
possibly inducing people to forego work and choose welfare; and increasing numbers cf 
people were made eligible even if thdy in no way altered their behavior. According 

to Rydell 's findings, the acceptance rafe and the welfare guarantee usually did 

♦ " \ * 

have powerful effectS-sOn openings. Using resjalts from regressions which have values 

of of .87 and .48, res^yectively, RySell reports that in both AFDC and AFDC-UF, a 

1" percent incr.ease in the acceptance rate increased the n'omber of openings by an* 

identical 1.57 percent. Thus, to estimate the effects o£ a 5 percent change, 

an increase in the AFDC and AFDC-UF acceptance rates from 7Q0 to 735 would increase 

new openings in AFDC from' roughly 4500 to 4853;. and from roughly 250 -to 

270 in AFDC-UF. In AFDC, the impact on openings of a change in the guarantee level 

was statistically significant only at a low level and, in any case, was fairly 

/ 

anall: the elasticity of openings with respect to the guarantee was .3. In AFDC-UF, 
a 1 percent 'increase in the guarantee had an effect six times as large, 1.84 percent. 
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and was statistically significant. An Increase In the average AFDC'UF guarantee 

in 1971 from $300 to $315 would have increased igonthly openings from roughly 250 

to 273* Were the ^3 figure significant at a higher level, raising the average AFDC 

guarantee from $250 to $262»50 would increase monthly openings fi^om 4500 to 456a-. . . 

It should also be^^oted that besides affecting openings, directly, Rydell found that . 

an increase in the acceptance rate increases the number of AFUt and AFDC-UF appli- . , 

cations ♦ This,' in turn, increases openings ♦ " 

The predictive model for the number of case closings yields the conclusion 

< 

that, as Rydell hypothesized, case closings are negatively related to welfare guarantees 
and the local unemployment rate* A 1 percent increase in the AFDC and AFDC-UF guarantees 
over the period 1963-1971 led to a .45 percent and a ,38 percent decline in the re- 
spective number of case closings* The^e results come from regressipns which have 

2 24 
values for R of ,58 and .57, respectiveTy*' Thus, for example, a 5 percent de- 
cline in AFDC guarantees in 1971, from $250 to $237*50, would reduce closings from 
roughly 225 to 214 per month. 

While it appears, then, that legislative and administrative changes in welfare 
parameters have affected the probability of both going on and getting off welfare, 
the other interesting results from the Rydell equations are the significant co- 
efficient, on a measure of recent unemployment — and the statistically insignificant 

25 

effect of lagged unemplojmient. These suggest that welfare experience is related 
to events in the labor market; and that potential recipients are in jpbs which are 
unprotected by unemployment insurance. Having limited assets, unemployment results 
quickly in a move to^elfare. * - # 

Data on their independent variables are of some separate* interest* The 
welfare department's acceptances in AFDC rose from 523 per 1000 applications in 1963 
to 772 in 1968, as labor markets and incomes generally improved; and then declined 
to 698 per 1000 In 1971, as times worsened. The mean numbe,r per 1000 applications 
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over the nine years was 662% Similarly, in AFDC-UFthe comparable figures are 571, 

26 

766, and 666, with a mean of 665. As just suggested, we will expand belpw on how 
these fluctuating acceptance rates probably were a consequence, not Qf a changing 
mix of applicants, but of deliberate administrative policy to control growth of welfare 
in New York City. Monthly welfare guarantees also varied over the nine year "period. 
Average monthly guarantees In constant dollars, among families of all sizes, rose.JErbm 
$187 in 1963 to $267 in 1970, arid fell to $225 la 1971; the mean for nine y^rs was 

$224. In AFDC-UF, the comparable figures are $240, 325, and 307, with a mean of 

27 : ' »^ 

$279. A likely hypothesis is that most of the variation over time comes not from 

28 

J a changing mix of families, but from legislated changes in benefit levels. 
D. The Administrative Factor, in Welfare^^Turnov^ 

* Employment-related factors, although important with respect to AFJJC-UF turn- 

over, do not account for the majority of AFDC case l^penings or closings. Welfare 
departments keep detailed records on openings and closings. Quint and Brown study 
the reasons for these in 1972 in New York City. Their conclusion is that " admi: 
tive actions rather than events related to client need prompt a go9d deal of case 
turnover.. . ." . * 

Again, the quantity of turnover in their study is very high. Among all cases 
receiving AFDC in 1972 in New York, 28 petcent experienced a case opening and/or a 
case closing within that year; for AFDC-UF, the figure was 48 percent. Quint and Brown 
note that the large amount of .openings and closings in tliat year is in part a function 

rHt 

of the policy of zeto-caseload growth instituted by Mayor Lindsay. Tq implement this 
policy,^ steps were taken to reduce openings and increase closings. Openings were 
reduced, for example, as investigations of income at the time of application were 
made more extensive. Closings were increased, for example, with the tougher en- 
forcement of the work test. 

The data on reasons for case openings and closings in Table 1-4, suggest a 
number of inferences. One is that although employment accounts for most case openings 
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TABLE 1-4 



NOH-NEED RELATED 



Percentage Distribution of Case Openings By 
Reason for New York City in 1972^ 



Reasons for Case Openings - 



A. All Cases 



B. Administrative Churning 
Cases -Excluded 



NEED RELATED 

Unemployment < 
Income Loss 
Medical 

Household Change 
Other Need Related 
Total 



AFDC 



13.3 
3.3 
17.5 
45.1 
8.0 
(87.2) 



AFDC-UF 



67.0 
8.4 
2.9 
7.1 
5.5 
(91.0) 



AFDC 



AFDC-UF 




Closed in Error 7.6 

Administrative 5.2 

Unexplained Illegal ' 0,0 

Total (12.8) 



6.6 
2.3 
0.1 
(9.0) 



(1.3) 



.(0.7) 



TOTAL 



100.0 



100.0 



100.0 



100.0 



Reasons for Case Closings 



A, All Cases 



B, Administrative Churning 
Cases Excluded • 



NEED REEATED 

Employment 
Income Increase 
Death 

Household Change 
Unspecified Need 
Total 

NQN-NEEd' RELATED 

Lost Contact 
Adminlstrative< 
Unexplained Illegal 
Total 



AFDC 



10,8 
3.1, 

. 0.2 
7.8 

20.^ , 
(42.3) 



31.4 
25.5 
0.8 
(57.7) 



AFDC-UF' 



29.9 
3.6 
0.1 
0.7 
17.4 
(51.7). 



18.5 
2a. 7 
l.L 
(48.3) 



AFDC 



12.2 
3.5 
0.2 
8.8 

23;3 
(47.9) 



33.0 
18.5 
0.6 
<52.1) 



AFDC-UF 



31.9 
3.9 
0.1 
0.7 

18.5 
(55,1) 



18.4 
25.7 
0.8 
(44.9) 



TOTAL 



100.0 



100-, 0 



100.0 



100.0 



Source: Janet Quint and Dan Brown, Welfare Case Turnover in 1972, City of 
,'New York, Human Resources Administrationv December 1, "1973., 
:Tabies 11-4, II-6,- IV-1, IV-^. • - • * 
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In AJDC-DF, it explains but a small 'fraction of AFDC openings. Changes in household 

■ . ' ^-y ■ 

composition, no doubt the departure'^of the male head, ^ the modal opening reason In 

AFDC« A second Inference Is that reasons not related to need, while relatively 

tinlmportant In relation to openings, account for a majority of case openings in 

both caseloads. Non^-ceed factors, including "administrative" c^es, dominate case 

closings. It is possible, of course, that closings attributable to "lost contact" 

in part pay be^related to changes in need. 

"Administrative reasons" for case turnover include changes in, welfare regiilations 

on, among other matters, income' documentation and work registration. Some of these 

administrative actions have a very transitory effect. .Indeed, many closings not 

related to need reopen within two or three months of being closed. Quint and Brown 

have labeled certain qf these pairs of clo'sings .and reopenings "administrative churning 

Reopenings within 30 days of closing whose reason for reopening was "administrative;" 

and reopenings which result from cases being "closed in error," together form a con- 

-vservatlve definition of administtative churning. They accounted for 12 petcent of all 

openings and nine percent of all closings In New York in 1972. Managment' reforms, then 

induced by political pressure, substantially reduced the length of spells on welfare* 

• Although, looking at the right side of Table 1-4, the exclusion of adminiistrative 

churning cases raises the proportion of AFDC and AFDC-UF openings and closings that 

are'^related " to need, non-heed factors still weigh heavily in closings. It should bfe 

noted that the earlier estimates of welfare spells and turnover provided by the Rydell 

study were arrived at after cases experiencing Administrative churning were excluded 

from theit data base. As Table 1-4 sl^ows, however, along with employment and fam*^ly 

changes, non-need related factors remain ^s a strong influence in determining turnoV,6r. 

E. Welfare Turnover and Program Structure: Some General Observations 
' * ' * ' 

That the characteristics of welfare programs affect participation in them ^ 

is obyious — and certainly not a startling discovery. Virtually any economist using 

cross-sectional data in the context of the standard work-leisure modeltjtflll recognise 
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that participation will vary among welfare Jurisdictions with guarantees and tax rates. 

In contrast to social workers, it took economists some time, however, to recognize* 

the importance of the non-economic characteristics of welfare programs in determining 

participation. ^Albin and Stein wrote in 1968 of how welfare authorities can constrain. 

the choices of potential users of welfare by imposing a work requirement and, can. lower 

the value of assistance by making its receipt distasteful. Thus, they recognized the 

29 

administrative factor in setting the number of recipients at a moment in trtme. 
More recently, Daniel Saks has written an excellent dissertation in which he character- 
izes welfare departments as discriminating monopsonists, seiiting guarantees at levels 

where they will be unable to finsChce all eligible applicants; and, consequently, having 

30 

to resort to their own arbitrary criteria in selecting suco^ssful applicants. Non- 
economists, led perhaps by Frances Fox Piven and Richard A. Cloward, have long been 

outspoken about how caseloads are deliberately manipulated and controlled by admin- 

31 

istrators acting under political pressure. ^ , * \ 

Another part of Saks' work was c^ed above as an application of the point that 
the economic parameters of welfare programs affect participation over time. The study 
by Rydell and his colleagues was cited for incorporating the idea that the "admlnis- 
trative factors" in welfare programs have an "important ir\flu^nce on turnover. We have 
tried to stress these examples and use them to offer a perspective on welfare turnover . 
that has been absent from the^literature. If turnover is so much a function of 
program characteristic?, economic and administrative^ then any particular findings 
on turnover should be interpreted as having applicability limited^ to the specific 
program^^udied. ^ ' « 

In 1972, the New York Department of Social Services undoubtedly altered welfare 

patterns when it implemented its policy of zero-caseload-growth. The techniques used 

32 . ' 

were many. ^ To reduce openings, Extensive doctmientation of income was demanded; 

reversing a .previous departmental assumption — when an, old regulation was "discovered" — 

that applicants were needy until proven otherwise, recipients were kept off AFDC until 
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this extensive documen tation w as com pleted; and« Intere stingly, older women dellber- 
ateijr were substituted for young men and women as caseworkers In determining the 

eligibility of applj^cants. Wlthiirtme year, the acceptance rate In AFDC dropped by 

^ 33 ' 2. 

one-fourth. To Increase closlngs,f ace-to-face recertlf Icatlon of case^was Itl- 

stltut'ed; absent fathers were searched for by the state tax agency; fraud, cases were 
publicized heavily. Case closings, both voluntary on t^e part of clients and initiated 
by the welfare department, rose markedly as a result of those adjustments in admln- 
Istration. Not only the lasting, but even the temporary overall effect^ of these 
pt)licles are uncertain, however, as some have argued that AFDC j^ses often were shifted 
to the "Home Relief" and Supplemental Security Income programs after being denied AFDC. 
Undoubtedly, though, AFDC and AFDC-UF welfare patterns were influenced. In view 
of what has been said, we question the significance of the finding of high turnover 
that appears in some of the literature. Moreover, what would happen to welfare turn- 
over were we, to use Saks' terms, to rationalize welfare programs and use the guarantee 
and tax rate. Instead of administrative discretion, as the control variables in 
determining eligibility? 

Evidence on turnover in the low Income rather than the welfare population is 
presented by, the data, drawn from the Panel Study on Income Dynamics , in Tables 1-5 
and 1-6. An examination of it will provide an understanding of why low income 
families m^ve in and out of welfare depend ency over long stretches of time, fables 1-5 
and 1-6 show the changes over a five y^ar, period in the annual non-welfare incomes of' 
families which were in the bottom fifth of the income distribution in any year between 
1967 and 1971 and whose annual Incomes were obse r ved fo r each of those five ye^rs, 
even if there was an addition or subtraction from the 1967 family unit.^^ Table 1-5 
shows that among families in the bottom fifth in 1967, 88 percent had annual incQnfcs 
that were l^ss than 150 percent of their respective poverty lines. The data in 
Table 1-6 indicate the proportion of the 1968-71 period that families in particular 
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TASI.E 1-5 



Percentage Distribution of Families With 1971 Ratios <sf Ifon-Welfare 
Income to 1971 Poverty Line By 1967 Ratio a 



Ratio of 
1967 Family 
Non-Welfare 
iQcome To 
1967 Family 
Poverty 



Ratio of 1971 Family Non-Welfare Income 
to 1971 Family Poverty Line 



Number 
in Row 



Line 


0-.25 


.26-. 50 


.51-75 


.76-1.00 


1.01-1.25 


1.26-1.50 


1.50f 




0-^.25 


50.0 


17.4 


12.8 


5.0 


5.3 • 


3.2 


6.4 


282 


.26-. 50 


16.6 


22.1 


19.8 


19.0 


8.3 


4.0 


10.3 


253 


.51-. 75 


. 10.1 


9.7 


14.8 


24.1 


12.5 


10.5 


18.3 


257 


.76-1.00 


3.8 


6.3 


12.2 


14.6 


16.4 


11.8 ^ 


34.8 


287 


1.01-1.25 


4.5 


3.6 


9.9 


18.4 


20.2 


14.8 


28.7 


223 


1.26-1.50 


4.2 


2.5 


12.5 


18.3 


21.7 


16.7 


19.1 


120 


1.51+ 


5.7 


6.7 


11.9 


17.6 


17.6 


9.8 


31.6 


193 


Number in 
Column 


246 


172 


219 


263 


220 


152 


343 


1615 



a. 



Source: Parcel Study on Income Dynamics data tape. For this tabulation,' 
we selected families whose family income was obtained for 
each of the fiverstudy years; whose income, in any of the five ; 
years, was in the botton fifth of the income distribution; ^ 
, and whose head was not over 60 in the first year of the study. 
A description of the data source appears in Chapter III. 
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TABLE 1-6 • 



Proportion of Time ^Irent in- Income/Poverty. Line Strata ^ 
in' Period 1968-1971, Given 1967 Income/Poverty Line Strata^* 



Ratip of , 
1967 Family 
Non-Welfare 
Income to 
1967 Family 
Poverty . 
Line 



Ratio of 1971 Family Non-Welfare Income 
to 1971 Family Poverty Line 

0-.25 .26-.50 .51-. 75 - .76-1.00 X. 01-1,25 1.26-1^50 1.51+- 



Number 
in Row' 



0-.25 


56.8 


17.4 


9.8 


4,7 


4.0 . 


2.5 


4.8 


282 


.26-. 50 


16.6 


28.9. 


21.6 


, 12.8 


6.8 


4.4 . 


8.6 


254 


.51-. 75 


7.3 


13.3 


22.1 


21.7 


14.7 ■ 


8.5 


12.3 


257 


,76-1.00 


3.1 


5.7 


12.5 


21.6 


16.8 


13.1 


29.1 


287 


1.01-1.25 


3.2 


3.7 


9.6 


20.6 


25.B 


13.6 


23 J ' 


224 


l'. 26-1. 50 


2.9 


3.7 


8.7 


17.5 


26.2 


18.1 


22* ' 


120 


1.51+ 


2.9 


2.8 


9.4 


12.6- 


16.5 


14.2 


41.1 


,194 



•TOTAL 



1618 



a. Source: Panel Study on Income Dynamics dat^ tape. For this 

tabulation, we selected families whose family income 
was obtained for each'of the five study years; whose 
income, in any of the five years, was in ^the bottom 
fifth of the income distribution;^ and whose head 
was not over 60 in the first year of the study. 

b» This table xjas suggested to. us by Table 2 in the paper 

by Levy, et al. 

1 
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Income/poverty line strata iA 1967 spent in the same or neighboring strata. For 
example, families whose 1967 welfare incomes wete less one-fourth of their J967 
poverty lines spent 56.8 percent of the next four years in the same position; and 
spent all but 4.8 percent of the next four years below 150 percent of their poverty 

lines. From Table 1-6, we can infer that In '83. 9 perce/it of the "f^ily years" 

36 ' ' • 

following 1967,- the families below 150 perc^tit of their poverty lines in 1967 

remained in that' position. 

We may consider the implications of these data .in the context both. of a 

universal negative income tax program" and the current welfare system.. Assume that 

one existed in 1967 which had guarantees equal to poverty lines and whose benef it- 

loss or tax rate was 67 percent. Assume also that guarantees were changed each year 

for^ increases in the cost of living. Such a program would have disbursed benefits 

to all families in any year whose annual incomes wer^ below 150 percent of their 

poverty lines. The data in Tables 1-5 and 1-6 show that, among families receiving 

payments in 1967, there would be continuing' eligibility for payments in 83.9 percent 

37 ■ • ' 
of the subsequent, "family years." These figures suggest that. were we to look ^t 

* 38 

paymeii^^er year based on annual income, within the context of a somewhat generous 

»* * ' 

39 

universal negative income tax program, welfare turnover would be reduced dramatically 
— because the movement oxit^^f poverty is limited in scope. 
F. Conclug'ion * ' 

Having analyzed the 'literature on the nature and detetminants of welfare experience 
in the AFDC and AFDC-UF programs, we may^ conclude the following: 

1. Turnover in the welfare population is high* Most families going on welfare 
' leave the program'within a few years. While there is substantial movement from welfare 
to non-welfare status, the latter often being attained as a consequence of re-employment, 
there "also is substantial welfare recidivism. A study covering'^a 5-1/2 year period i|i* 
^ Nev York City showed that within that time span roughly one-half of closed AFDC cases 

and three-fifths of closed AFDC-UF cases re-opened. Thus, while there is much short-term 
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success in removing families from dependency, long-term success is much ^ess likely* 

/ * 

2. Short-term success largely has^'been measured by the number of months 
families spend on welfare. Besides examining the length of welfare spells, one 
could examine changes tjct welfare payments over time, reductions in the latter being 
another indicator of success. (This is done for the first time in this report*.) 
Estimates of the average duration o£ welfare spells in previous studies vary according to 

whether cross-sectional or longitudinal data are used and among different welfare sub- 

r 

populations. Cross-sectional data necessarily Contain mote long-term welfare cas^s 
than do longitudinal data following particular cohorts of welfare fam^-lies because 
of the accumulation over time of the long-term cases. Spells^n welfare usually are 
somewhat shorter in AFDC-UF than in AFDC. Estimates of average spells oh AFDC from 
longitudinal data fall under 2 years; from cross-sectional data, estimates of average 
spells on A^C are over three years. As noted, est;imated average duration on the AFDC-UF 
program i|^horter. Substantial variation in average spells from a limited nusober^'of 
studies may reflect the fact that the studies are done in different states or perhaps 
should lessen confidence in any particular estimate. * 

3. As might be expected, variations in length of spells on welfare are associated 
vith differ^ences in family structure and labor market experience. Male-headed families 
and families with a head who has a good chance of becoming employed are m/^e likely 

than female-headed families and families with heads of limited employability to leav^ 
welfare. Also of critical importance in determining welfare experience over time, >^ 
however, is program structure. Families of given structure and with given labor market 
prospects are more likely to remain on welfare the more generous is the 'welfare program 
they face. Generosity may take the form of high guarantees, low tax rates, or lenient 
administration. * 
While re-employment, the return of an absent male head, or toughened administration 
may result in short-term success, i.e. , the removal of families from welfar^e dependency, 
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such success \afNten will be temporary. Over the long-term, changes in anntjal family 

itxcomes are rather small for most units in the low income population. Most low income 
7 . 
families therefore, remain at risk for long periods. Unemployment of their heads ' ; 

or other small changes in their circumstances frequently will result in their ;retuyn^' 



to welfare. The importance of program structure in determining welfare experience , Vi 
and the long-term nature of most poverty 'should place in perspective the frequently 
emphasised phenomenon of high welfare turnover • ! * ' . 
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CHAPTER I 
FOOTNOTES • 



Michael J. Boskin and Frederick C. Nold, " A Markov Model of Turnover In Aid , ' 
• to Families with Dependent Chlld];en," Institute for Mathematical Studies in 
the Social Sclences> Stanford University, Stanford, Gallfornla, Technical Report 
No. 125, March 1974, p. 1. " ' • 

*. ~ ' r ■ 

2. C. Petef RjFHell, Thelma Palmiero, Gerard Blais, and Dan Brown, Dynamics in -Nev.S#rlc 
City, R-1441-NYC, The New York City Rand Institute, October 1974, p, 1, 

C 3. Ketron, Inc., "Bstioiates of Annual' Natural Turnover Rates From 1969 and 1971 AFDC *\ 
^ National Survey, 'l_Wl^yne, Pennsylvania,- August 23, 1973, p. 3, 

4» For a more detailed explanation of income accounting systems in welfare programs 
see: Jodie T^ Allen, "Designing Income Maintenance Sy8tems:^The Income Accounting 
Problem," in U»S^ Congress^ Joint Economic Committee, Subcommittee on Fiscal 
Policy, Studies in Public Welfare . ?a^eT No. 5 (Part 3), Mauch 12, 1973, pp..47-4d. ^ 

5, A graduate student of ours, Bari^y Sun, is simulating welfare patterns tliat result 
from variations in welfare program characteristics in his ddctoral dissertation*, 
currently in progress undSr this research grant. \* 

; • ^ ' ' ' ^ ' \A - 

6. One study of welfare turnover, covering part of the period observed 'in the Rydell 
study, is discussed in the next section of this chapter, ft focjuses mainly on . ' \ 
the, administratively^ provided reasons for case openings dnd closings; The Ry4eti 
study actually characterizes turnover in New York City over the long run. .(Janet a 
Quint 'and Dap Brown, Welfare. Case Turnover in 1972 , City o# New York, Human Resources 
Administration, Officfe of Policy Research, Document No. 88317632-12, December 1^ 1974)* 

^^^^ Another study of welfare turnover, using longitudinal data On the Alam^eESa County, . 
* , .California AFDC ..and AFDC-UF caseloads, currently is be'ing conducted .by Frank Levy, 
Clair Vickery, and Michael Wiseman, University of Calffo^nia-Berkeley, Department 
* ** of Economics. * - / 

' . 7. Boskin and Nold do not provide the. mean ^nd the median. .We inferred that the 'mean 
spell^on jwelfare was roughly 26 months from the. fact that the avera^^'mon.tihly « 
probability of leaving welfare was 3*9*percent. The expected dur^atlon of a spell 
oxi welfare is- roughly equivalent to the reciprocal of this probability. We say ,, 
roughly because, in general, the inverse of a mQ^ .lisr^ot eci^al to thtf mean of ^ >\ * ^ 
the inverse of the numbers being averaged. Boskin provide^ , the. median g^unt of . 

.time spent on welfare during the ^0 month study period; it was 14 months. ' Since 
s6me families went on and off welfare more than onpe, the median length of*a*singl^ 

jtbeli had to 'be less than 14 .months. (Boskin and Nold. p. 11) * ^, v * 

8. This number Was obtained from correspondence' with the authors. *i * 

9. Daniel Holtzman Saks, -lEconomic Anillysis of, an Urban Public Assistance Program: ^ f: 
Aid to New York City Families With Dependent Children In the Sibctles^* doctoral* | ' 

: , dissertation, Princeton University^ February 1973, x:h^j||fcer 7.. ' * \ , 
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10/ Rydell, et al, t>p. 20-21,. ' " ' ' V 

11* Katron^ Inc., p.JL'8«, 

12* Rydell, et ai , -p. 22'. • . , " a - 

13 Saks testeyd iiis data to see whether .case closing rates changed wJLth the amount^ of 
^ tlme^ready spent on welfare* . His test did nat allowTiim to reject the hypothesis 
that there was no change witfe^vtlme. (Saks, pp. 134-145.) 

14. Rydell, et al, pp.' 36 §nd 43. . ' 

15. Available data on the reapns for case* closings do not distinguish the AFDC^UF 
from the AFDC caseloads^ Thus, the estimate of ,5 percent is a best guess szade 
from a variety of available sources^, (See? Department of Health, Educatioii, and 
Welfare,' NatSnal Center for Social Statistics, "Applications and Case Dispositions 
for Public Assistance, " Jahuary-March 1973, NCSS Report A-12, Table 15). • 

16. Jte sayVroughly" because^he authors do not. provide information on the proportion- of 

. persons in ^^ch of their categories for which they 3feport expected, durations on AFDC. 

Tli^se proportions would allow the calculation of weighted average durations* Our 
^. averages .are made very casually' from their tables. - - . ' * 

^7./ Ketron, Ifec.-, pp. 10 ff. ' 

• ^ ^ . ' ■ • ■ . ■ J ■ 

18w Frank Levy, Clair Vickery, Michael Wiseman, "Income Dynamics of the Poor," 

University of CaliforniarB^keley, December 13, 1973, p. 34; c./ - \ , 

Saks, p. 1227 , , . . ; 

. 20. Ibid., p. 128." ' ' ! . . 

21. Katherine Dickinson, "Transfer Income," in James N« Mqrgan, jet al , Five ThousamL 
. American Families Patterns of Economic Progresa^ Vol. 1, chapter 5, pp. 263-69. 

22. Rydell, £t al , pp; 52-57.' - '\ 

23. Ibld .i pp. 92r94. - . . 

24. Ibid ., pv 98. " ^ , ' . ' 

25. Ibid., pp. 170^1. , , . ' . 

26. Ibid ., p. 79. . • • 

•27. Ibid ., p.; "86. . .' , * ^ ^ . ' t 

28.-; Ibid., p. '82.. . " , / . > ' ' 

i9f . Fetetr S. Albln and, Bruno Stein, /'The Contralned Demand fot i^ubllc /^slstance," 
*' •journal of Human Resources . Vol. 3, No." 3, Summer ''a?68, pp'. 300-11, chapter 3, 
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30. Saks, chapter 3. 



31^» Frances Fox Piven and Richard A., Cloward, Regulating the P<3tf>r: jfhe Fuhctibi^ / v 
• * * of Public Welfare (New York: Random, 1971):. ^ \ > .. .. . " . • 



32. These were discussed in a personal interview between. Marfirn Bur4ick>pJ the New x^f^. 
'City Departme;it of Social Services, and Leonard J. gasman in Ap^ii 19.74^ ./ 



33. Quint and Brown, p. 18. - 

34. Mr. 3erlinger, 'former Welfare Inspector General^ar .^Ije .State^of , New York^ cdmaents, 
that as a result of the recent imprisonment of ^. welfare recjLpient .f or f^ra^ud in 
Albany, New York, th6 Albany welfare department 'was fipdded with .client^ requests, 

to close their cas^. (Persbnal interview with, i^nard j,. Hfitusman, April 1974). 

If -^35. Table 5 is pat^ierned after Table Al.,6'in the previously Ici'ted s,tudy> 
Table i-6 is patterned after Tables 2^ Iti-the pajper by Levy, et\ai;^ . / 

36. The 83.9 percent figure is a weighted average oC' the fjlrst six- im i^^. the 

column headed "1.50+" in Table I-^ff. > \ : , ^ , ^ V ; . ' .5 

37*. Among those receiving som^ paymeiit 'iti' 1967, ,85^1^pett^^^ .84.4 percent 

in 1969, and 84.0 percent in 1970' would have, ^been eligible lor a new NIT benefit.. 
Of course, some persons ndt eligible in 1967 ^^s?^ VouldMiaVe rec^eived sonie benefits 
in the years 1968-1971. r'T: \['^ • ^ v.-/' ' . /\ 



38. Note that we are talking about ipaymenta' p^t year baeed on income per year. 

Existing studies of turnover, really look^^t payments pbt m6nth ' based jon inconiie 
per ,month >and net assets fj^oii prior incoj$e.-*S. " ' ' v " \ * ' 

' ' ' ^ ' * ' " 

39* Such a program is not entirely, out q£ the reaipi of. jppsdlbl^jt^y* Perhaps five ^ 
states have AFDC programs th4t haye domparable guarantees aijd tax*rates. A . ^ 
welfare reform proposal,' submitted Iby SpW^tp ,the Jfliite ^fiouse, Ift;' the I4W 0^1974^ 
ha4 a 50 percent tax rate. and onlTy a "^sXl^htly iesl? generous guarintefe. ' 



. 0 CHAPTER II ' . 

■ • -/ ' ' • ' . •' - /•'" . , ■ 

; ^ ' latplpyment AM Eixnlngs Anong H«a4s/of Welfare Faiailles: 
. ♦ " -. A'Review-.bf the Lltetatuti^*^-'-- 

" 'jy; ■■ 

Researchers h^e jalned vcjlat^ ^Btdoixiisj^^tori^ 'sometimes 
extolling the high degree of turnover to The fashion in 

characterizing employment patterns among female heads, pf AH>C families had beeh 
to declare their unempl<^abilljby«. headers may recall President Johnson^s chief 
domestic adviser azmounclng that X percent of all AFDC recipients were einployable. 
Unfortunately > he included all AEDC children in, his base; The previous chapter 
attempted to challenge the first fashion^^ Recent analyser have cpmpelled a change 

in the latter* In the past six. or seven ^ears» bath researphefs and administrators 

' ^ ' ' ^ " " / * ' ^ ^ * * • 

have begun, to speaJc of how "work add welfare go together/* , . * ^ \ 

The change was, induced by the stu<iy of longitudinal data. Cross^ectional data 

on the labor market 'activities of low-income women reveals limited work effort* 

This is not, the case whien their behavior is laonitored oyer time. .Over time, 

large fractions of the headi of low-income^ families move in and out of jobs. While 

resear.chers arid admixilstrators have learned^that ^'work and welfare -go together," , 

the iJiqplications of the findings from the longitudinal data on the serial mixing of 

the. two have not been generally recognized. In particular, if low-income persons. 
' ' , - - ' « 

. generally make regular transitions between employment and uon-emplbyment, then* 

progiraiis that; promote the movement, from welfare to work generally Wlll'affect the " 

tviming of transitions that otherwise would have taken place. - Short-term success 

for /this t;^pe of'progtam involves a reduction in the length of tine, recipients 

spend ont 'Of wotk» 'If -tiow-lncome persons have a hlgh^obabllity of re-entering 

.^j^nemployment,., short and. longrterm success^ must, be distinguished,, the latter Implying 

a sharp ifeduction. in the probahllity of becoming unemployed once a persbd is Working 



Tl\l8 chapter starts with a review of the literature on the work effort,, at a 

^'^ , * * * 

' * »* • 

pplnt 4,vc/tiMe and over time, of female heads of families receiving welfare. 
Attention 4 then is turned to work effort among male heads of poor families^, only 
SL fourth of which receive welfare at a iboment in ^ime. The second part, of . thld. 
chapter reviews the literature on how welfare programs have affected the. labor 
market behavior of the heads of low income f ami Ties, Our review, is. necessarily 
brl^, for ^t is a review of the reviews. The literature on studies using, non^ 
experimental data^has been survejred several times , ancL .very well, by othera. 
We turn then to review of the literature arising from the Wisconsin data on the 
negative income tax experiment, attempting therein to set the stage for our 
analysis of its data, 

A^ ^escrlptive Data on Labor >Market Behavior 
1, Female Heads o f Families 

The AFDC program was started to allow female heads of households to be full*- 
tirn^ mothers. Like married women in low and moderate income families, however, 
AFDC mothers apparently are compelled by their financial condition to enter the 
labor-market, % 

The labor force participation of female *heads of AFDC families is extensive 

, ^ ' ^ • 2 * ^ 

but Intemritt^nt, , Table II-l shows that at ^ pofnt in^ time only a small fraction, 
roughly 15 percent, of AFDC mothers work. Moreover, their emplojnnent rate over time 
is quite stable, rising from 15,6 percgnt in 196l to only 16,1 percent in 1973, 
Coincident wifh the decrease in the AFDC tax. rate on earnings in 1968-69, there 
has been a noticeably ^.ift in Jtlie mix of emplojjaent toward^ full-time work, and 

a recent rise in their 'labor; force participation rate, ^ * v 

What the low employment rates fail, to revfeal is ttie turnover in employment among 
AFDC mothers. Beginning. with Table U-2, we note that over, half of the employed 
mot^fler8 have Held their* current jobs for but a year or less, ' In the gerieral. labor * 



TABLE II-l 

* * * k k 

. Employment Status of AFDC Piarents 





1961 


19167 


1969 


1971 ■ 


0 

t » 
•.1973 


' a b 

Employed Mothers^' Total * 


15.6 


14.9 


14.5 


15.0 


16.1 


\- Full-time 


5.5 


7.2 


8.2 


9.0 


9.8 


Part-time 


10.1 


7.7 


6.3 


6.0 


6.3 


Unemployed 


_d 


6.9 


5.8. 


, 5.7 


11.5 


Not in Labor Force 


. d 


78.2 


79.7 


79.3 


72.4 


TOTAL 


100,0 


100.0 


100.0 


100.0 


100.0 


Employed Fathers » Total^ 


d 


d 


^^d 


d 


11.7 


Full-time 










' 5.3 


Part-time 1 










6,4 


Unemployed 










27.8 


Not in Labor Force < 










60.5 


TOTAL 










100.0 



a. Sources: U.S. Department of Healthy Education^ aodrWelfare, National Center 
%qx Social Statistics, Study of Recipients of Aid to Families With Dependent 
Children, November-December 1961: National Cross ^Tabulations > August 1965, 
Table I8j , Findings of the 1967 AFDC Study , July 1970, Part I, Table 38: 

" , Findings of the 1969 AFDC Study » Part I, DecMber 1970, Table 19; ^ 

Findings of the 1971 AFDC Study , December 1971, Part I, Table 21; , 
Findings of the 1973 AFDC Study « Part 1, June 1974, Table 33 and 447 

b. These distributions are for AFDC mothers who are living with their families. In 
1973, 6.6 percent of AFDC mothers did not reside with their families. Also note 
that in '8#3 percent of AFDC cases, an incapacitated father, not mother, was the 
family head. 

C , At a^y one point in time in 1973, 3^n|^ roughly 3 million AFDC families just. 

under .4 million had natural or adbptive fathersc^it home^ Of these men, 75 
: * percent received AFDC, while the rest were receiving other types of public 
. . assistance. * 

4# ^ These data were n^t published by the National Center for Social Statistics. 



TABLE II-2 

7 

Employmetit and Unemployment Experience of AFDC Parents^ 



Number 



-rMothers-'f^ — . 



Percent Percent 



Totar, AFDC Parents in Home 

\wj.wM fyAiV/vvu cuit/xv/ y mciiu ot^d^uo^ • 


2,793,547" 


100.0 




379,048 


100.0 






, / HO 


1 V 




AA 9A3 


11 7 




Currently Employed 


"381,879. 




lOOvO 


31,1.03 




iooio 


'1-12 months ^ 


220^334 




57.7 


19,558 




62.9 


13-24 months 


63,793 ^ 




16.7- 


5,119 




46.5 


25+ months 


97,752 ' 


- 


25.6 


6,435 




20.6 


Never employed 


615,840 - 


22.0 


► 


• 3,819 


1.0 




Unknown Whether Ever Employed 


, . 503,891 


18.0 




- 16,987 


. 4.5 ' . 


- 


Previously Employed- 
Currently Not 


1,224,070 


43.8 




314,001 


82.8 

f 




Previously Employed 
Currently Not 
(with known months since 
last job:) 


1,038,247 




100.0 


270,662- 

y 

95,904 




100.0 


1-12. months ^ 


291,921 




28.1 




35.4 


13-24) mo^jrhs 


173^279 




16.7 


52,859 




19.5 


months 


573,047 




55.2 


121,897 




45.0 



Patherff-- 

Number Percent 



Percent 



a. Source: U.S. Department of Health, Education, and Welfare, National Center 
for Social Statistics, Findings of the 1973 AFDC Study > Par,t I, Jun^ 1974', 
Tables 34, 35, 45, and 46. Since the numbers of unknowns in the tables /that 
we used were inconsistent, arbitrary judgments had to be made to arrive ait 
the estin^tes presented here* e 



47 
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farce, the average duration of a job is well. over, two years. Among the non- 
employed mothers, the same table' shows that over one-fourth have been separated 
from their jobs for less than one year, with another one-fifth having had a jbb 
within the past one or two years. 

A better indication of the extensiW^ut intermittent involvement of .AFDC 
mothers In the^'jols^sarlcet comes thmigh in Tables II-3 and II-4. The fbrmer 
table is from a «tudy conducted, by DHEt*. in ten states, in whix:h over 11,000 low 
income families had their welfare and ^ployme^it experience traced .oyer a period 
of 37 months. Half of the sample was (zomposed of active AFDC cases, one-fourth 
of clo3ed AFDC cases, and one*^fourth of families whose application for AFDC were 
rejected; female-headed families comprised 85 percent of the sample. Over the 
three yeai^ period, threes-fifths of the family heads worked 'at one time or another; * ^ . 
and 35 percent worked for one-third or more of the period. Robert Willlaips' ellmiiaated 
from this sample of 11,000 families those caseq which were either .closed,' rejected,, 
or active where the male head was present, thereby reducing the sample to 5,^.6^. 
active female-headed AFDC cases. Williams found that mothers in ^vef half of the 
latter cases worked at some point during the three years and> again, that- .about - / 
a third worked *f or a year or mote during thej 37 months. * , • • 

The Census data in Table II-4 are consistent with the findirigs of the previous \ , ^ { 
study. There we see that roughly two-fifths of all women .^o lie^ed, low-income „ I 



families worked during t^e one year period^ almost all f emale-he^de^ low income 
units also were AFDC families: Only small fraction, 6.5 percent, of all . ./i . 
female heads of poor families worked ful^l-time all year. A third data source yiel'd/|V 
more corroborating evidence: A special study of six scattered cities e&|f:imat&di,^ / 

very conservatively, that half of all AFDC families had earnings at some- time . ' ^ 

6 ' i ' ' ''^"'^ ^ ' ^' ' 

during the year. Since AFBC families with Inc.omes above^poVerty lines aife verjT^ 

* . " ^ y \ ^ 

♦ , 0 - • • • ■ * ^ * 

likely to contain working mothers^ a fair generalization is that roughly half 
of female-headed AFDC families have some earnings from a head, although these lazrgely 
E^^Cicrue for only part of the year.* 48 • ' ^ '< ' • 
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TABLE II-4 \^ 

Work Experience of Heads of Low Income .families in 1972 

■ TOTAL FAMILIES ^MALE.<HEADS ' FEMALE HEADS 

. V- Percent Percent Percent 

NuaRer of total Nximber of. total Number of total 



Total 

•» 

Head did not work last year 

Head worked las^ year 

Head ix^ Armed Forces , ' / 

Worked full year, totals 
(50 to 52'' weeks) 

Full-time 
Part-time ^ 

Worked part year/ tot &1 
. (l^ss than 3t} weeks) . 

Full-time 
40 to 49- ^eeks 
' 27 to 39 weeks 
' ' 14 to 26 weekis' 
. 13 weeks, or less 

, Part-time 
*40 to 49, weeks 
. . 27, to 39 weeks 
14 to 26 weeka| 
13 weeks or* liss 

Earnings as a percent of total 
''Aoney iijcome aslbng, families 
.witlj'iwprkers 

25 - 49- : ;„ . 

1 •; .50i- -;.74;,.- -, ■ 



■Mean JBstriiingdi' 



. . 5»075 


100.0 


2,91^. 


100.0 


•- 2,158 


100.0. 




45.9 


994- 


34.1 


1,336 


,61.9 


>cJ2r • 7 Id 


53.5 


1 Oft /. 

1,d94 


64.9 


* o o o 

?22 


O O 1 

3o.l 




.0 




.1 




1 




23*4 


' ♦ 982 




2Ud 


ft c 

9.5 


1»006 V, 


• 

19.8 


857 


29.4 


149 


6.9 


182 


3.6 . 


125 


/. o 

4.3 


57 


2.6 


1,529 


30^1 


913 


31.3 

• 


615 


28.5 


, 194% 


3.8 


162 


■ 5.6 


• 

33 


1.5 


254 


■5.0 


182 


6.2 


72 


3.3 


309 


. -e.i- 


187 


6.4 


122 


5.7 


f\f\f\ 

290^ 


'5,7 

1 


ICO 

152 


c o 

5.2 


1 OO 

138 


6.4 


• 55 


1.1 


t * 

.37- 


1 o 

1.3 


18 


.8 


. . -72 . 


1.4 


1 41 


1.4 


31 


1.4 


140 


2.8 '■ 


• (66 


2.3 


74 


3.4 


. ' i ' 




7 87 


0 






3i205. 


100; Q 


2;ii2 


100.0* 


1,092 


100.0 


6166'. 


«20 .°8 . 


320 


. 15,2 


* 346 


31.7 


' . 343 


10.7- 


• ,163 


' 7.7 


, 180 


16.5 


342 


10.7 ■-• 


. » 181 ' . 


. 8.6.^ 


161 


14.7 . 


•^-•,A36. 


13.6 . 


330 . 


* 15.6 


,107 


9.8 


1,.4X8"- 




V, 4;i-19 ■ 


53.0 


299 


27.4 


'$2,456 




$2', 527 


t 


'. $1,350 





a, ' Sdurte: '^.•d^^.j^epartment 6f^Commerc^\ Bureau^i^f/the. Census^ Curreuat^ Populjatlqn 
Keiidrta.^ Coasumet trtc^tne: Chartcterlstl'&fl of the Loi^ Income' Population > 1972/ *' 



Not surprisingly, in only 20 percent of the part-year cases is the inability * 

to find work cited- as the major reason for the part-year employmei^t. Similarly, 

complete abset^ce from the labor force is attributable chiefly to the unavailability^ 

• *< , ' 

of work in but 4 percent of those* cases» Household .responsibilities/are the major 

• 7 ' 

barrier , to full-year employment among low income womea» 

To further buttress the poinj: that employment provides only partial support' 
for poor female-headed families', the data in the bottom half of Table II-4 are 
helpful J nekrly half of such families with earners receive less than 50 percent 
of their annual income from employment* Mean annual earnings among this entire 
component' of the working; poor is $1,350, « * 

Such earnings reflect not only part-year .employment, but also low wage rates. 
We must look, then, beyond labor force participation, employment rates, and annual 
houx:s of work to wage rates. These, of course, are largely related to the inclusttiali 

and occupational position of the women. The data in Table II-5 reveal the con- 

■ - . ♦ 

centration of AFDC mothers in two low wage occupational categories, clerical dnd . 

service workers; with the census data indicating that nearly two-thirds of thosip 

who are clerical workers are lower level clericals, not secretaries or stenographers, 

Willlam^s dissertation, usin^ the data from the DHEW study of AFDC in ten. states, • 

supplies the Q.nly available Information on wage rates earned by female headl|of 

AFDC units. As -of 19^8, two-thirds of such women never had earned over $1,50 per hour*. 

Similarly, twc^thirds, of those employed at the time of the survey were earning less 

8 ' 
than $1,50 per hour, AFDC mothers, then, are largely intermittent labor force 

participants who are^low wage clerical or service workers. Clearly, they typically 

are incapable of financial self-support at acceptable income levels, but are not 

unemployable.^ , , ' 



Occupat'lobs of Heads of Low Income 5amilies 
(Percentagfe plstfrlbutibii) ^ 



Occupations 



' APDC Eamlly- Heads Xov Income FaodLly Heads (Census) 
• Methers^ % fiithers ' ^ . ^ Females Males 



Prof, and maxuigers, 
except farm 

Sales Workers 

Clerical . 

V Secretary . 
Steno 

Typists ^ 
Other clerical 

Ctfaftsmen and kindred 

:^ A 

Operatives, except 
^ transportations 

« Trans* equipment 
operator ^ 

Laborers , , except 
farm 

Farm workerjT^^and 
managers 

Service/ except 
household 

Private hous^pld 
workers 

TOTAL . 
(with known occupation) 



.4.9 

18.9 
d 



2.5 

' .2 
6,2 

t 

\ 

3,3 
32,4 
13,5 

V 

100.0 
1,537,943 



2.7 

1,9 



14.4 

« I 

9.7 

7.8' 
36'. 7 

16. r 

7.9 

,1 



100.0 
332,489 



.5.2 

4.0 

15.7 

4.6 

:. 11.1 

1.2, 
.18.4 

.5 
l-.l 

4i3 

33.8" 

15.7 



14,4 

3.5 
Z.7 



2.5 



19.3 ■ 

8.3 
12.7 

,19. 6^ 

Til. 

.3 



■100.0 100*0 
822,000. 1,894,000; 



a. Source:. U.S. Department of Health, Educa.tion».*nd.,Welfare, "National Center for Social 
. Statistics, Findings of the 1973 AFDC Study . Part I, June- 19 74, Tables 36 and 47. 

b. Source: U.S. Department. of Conmerce,. Bureau of ■ the. Censutf, Current, Population Reports, 
Constaner Income; •Characteristics of the Low Ineone Population. 1972. Series P-6b, Ko. 91 
Decenier 1973, Table 28. . ' t ' 

e. Excluded from the distributions are persons whose occupations i^re not provided for a . 
■ variety of reasons, ' - 



Before characterizing* the labor marked behavior of male heads of welfard 
families, one must distinguish this group from male heads of niffi-Velfare^ low income 
. familied. in 1972, there were ,2»9 million poor families' with male heads; In 
January 1973, under ,4 million malerheaded units received AFDC, whife perhaps an 
equal number were on General Assistance. The male heads themselves received AfDC: 
or^APDC-UF payments^ in 75 percent of the cases whpre their families received such 
payments; and in three-fifths of the latter cases the male was "incapacitated,". 
In another 10 percent of the .4 million male-headed AFDC cases, the male head recelv-ed 
Aid to the 'Permanently, and Totally Disabled. ' This detail serves to distinguish the. 
welfare poor from the non-welfare poor within the group of male ^heads of low income 
families. The male heads o£^ the welfare families must establish their disability 
or involuntary unemployment to be eligible for public assistance that is available 
to intact families. ^ Consequently, their labor market involvement should be much more 
limited than that of the male heads of non-welfare *poor families. 

We know tiiat there is high welfare turnovet among AEDC-UF^ cases. The same is likely 
under General Assistance. Probably, then, one^third of all 2.9 million male^headed 
low income families received some casl^ ^public assistance in 1972; (with a higher 
fraction, undoubtedly, receiving Food Stamps.) How do the welfare families fare 
in th^ labor market while they redeive assistance? Information is somewhat meager. 
Table II-l reveals that 60 percent of heads of AFDC or AFDC-HF families are nOt in 
the labor force*;, only 11.7 percent of the total is employed. However, in Table II-2 
we see that another one-third of suph men have worked within the year preceding the 
survey date. * 

In contrast with the male heads of welfare families, males who head low income 

families participate heavily in the labor market*. The latter include the former, 

' ' ' 'J 

of course, . so the contrast between the wlef are and non-welfare male heads is greater 



th^'pi^ indicated by the available data. The labor force partictpatiop rate of male. - 

heads at a point in time is 61 percent; their employment/population i^te is 56 ' 

' , perce^it* During the year, two-thitrds of poor maie heads jlossome-work for* pay, with 

30 percent of the enpire group working full-time all year. Half of the pailtryear' 

workers cai;inot find jobs, and two-fifths of^hose who. never entered the labor force 

9 

during the year explain their absence by the unavailability of work. As a group, 

' ' > \ ' ' * > " 

then, low income males partic-i-pate very heavily in the labor force during the year. 

Intfermitt^ent work, where it is the 'casej is in good measure involuntary. 

- / 

Low income is a. product of some combination of a limited number of hours worBed 

N and low wage rates. Obviously, for the ^0 percent of all poor ma^e heads who work 
full-time, full-year ^he probleia of low income^ results from low wage rates • Un- 
fortunately, no data exists on wage ^ateff earned by low income m^les. From Table- IIr-5, 
we can see that low income male' heads on welfare are heavily concentrated on. low wage . 
occupations, unskilled l*aborers and farm laborers. Other low income male, heads, are 
more evenly distributed among unskilled and seAi-skilled occupations. Thre^-fourths 
of low Income male-headed families receive 75 percent or more of their annual income 
from earnings. But mean earnings among those who wer^:employed for at least part of 
1972 was onJLy $2,564. - 

" ' f ' 

In sum, both female and male heads of poor families are heavily involved, in the. labor 
market, although participation is lower during i^riods on welj^are. This character- 
ization of labbr market Uehavior, confined as it has been to welfare and non-welfare, 
families largely living below annual poverty lines, might be expected to hold with 
greater force were welfare to cover"* families at higher levels in the income dis- 
tr^ibution. Under any likely welfare reform plan, most beneficiary families will 
probably mix work and welfare either simultaneously or serially. ^ * 

Only recently has wbrk progressed on how indiyiduals mix periods of work and 
non-work serially. Research on patterns of emplo3mient and ungmplo3^ent has not 



focuse4 exclusivielyj^ though^ pn p'ersons in the low livcome .papulation. Using data. 

^from the Survey, of Economic Opportunity on the number of spells 6t .unemployment 
* ' • ' ^ ~ ' ' ' ' . ' " - 

• . * / . ' ^ > 
experienced by respondents in 1966 » Robert Hall was abJLe to asaociate the prob^ . 

' . • ; • ' ' « i- ' ^ \ ^-^ 

ability of entering and leaving unemployment-with the chairacteri^tjLcs of lilSiyidualsr 

* ' ' '* '* ' ' , . . • " ' f - ^ 'T 

. ,and thpir environment* ^ Interesting results are that for men the probability of 

enterd^ng unemployment falls with an increase in the available vage^ but does not 

decline ^ith increasing fainily incomes. A spouse's income may ehcourage^ men to l^Y^ 

« their jobs and search for better work; if thia is sjOf^ aja^lncoa[e transfer could tiave. . 

similar effects. Probabilities of entering and leaving unemployment » and thus the.„ 

^duration^of spells of unempldyment, also vary markedly^ by sex^ race^.and age. ^ 

/ What atands out in Hall's work is the instability of work*£miong many w>men> blacks 

and youths/ This instability is not sufficiently reflected by group differences 

' • ' ' > ' ' • • % ^ ^ * ' ' ' \ 

in ipolnt" in iflme) unemployment rates. For example ^ the unemployment rate among 

' •* > ' ' " ' . ' • 

women iS'higner than that 'among men I But the duration of unemployment spells is « ^ 
lesd among wodien.^ In brder^ therexore^ to maintain a« high"^ runemployment rate/.m^tny 
more women than men must experience unemployment over time. This suggests extensive 
employment instability among women. Hall then used data on quits vs. layoffs "to . ^ 
distinguish between volunt^ty and involuntary unemployment. His data indicate .that 
disproportionate toplo^ent instability among black maXes ag^ 54-'59 may be in-^ 
voluntary; for quit rat^s were equal but layoff rates were higher *wheti he compared 
blacks and whites. Thi« is only a s^^^, for it is exceedingly difficult to* die** 
crimlnatB between unemployment originating with the Individual from unemployment that 
has- its source in the job. - • - . . , 

B. Studieg of the Effects pf Welfare Programs cyi Labor Market Behavior 
* . Having presented data on the labor market *behaVior of the heads of low income, 
families^ we can proceed to a discussion of the ^availability of welfare programs 
influences that behavior. While , we have focused on the activities .of the heads of , 



jgamilies^ pr.evlpus empirical work also has Included marrfed women* The work - 

^ V ' ^ ' ' ' t: ' ' ^ ' \ ' ' V 

' effort of such women becomes, particularly important iwhen transfer programs coyer 
the near-poor a« well as the poor. . - 

- 1* The Theory of the Labor Supply Effects of, Welfare / / . . 

^ The economic theory of labor, supply yiel^..predictions. on how feransfer 
programs, affect work effort/ In particular, the theory suggests how income guarantees 
and tax or benefit-loss rates separately the aDaount of labor supplied by a 

» » . ^ v 

household. The effects on work effort of other program, characteristics, like. the in- 

. • • ^ - , ' * • ' m - 

come accountlpg system and the work registration requirement, could also be analyzed)^ 

but thjsse have so far received far .less attention than the guarantee ^nd tax rate.^^ 

The income gua^trantee works like an increase in unearned income, tending to discourage 

J 

work effort. The tax rate'works like a cut in the wage rate and has a' more complicated 
effect. Oa the one hand, it makes the return to an hour of work smaller, making 
work less attractive. On the other hand, it makes the person worse pff , which 
could induce him to work harder^ It can be shown that the net effect from an in7 
coi&e guarantee and tax rate combined wifl always be in the direction of discouraging^ 
work effort. An Important qualification must be made, however. The net Impact 
on work effort from a new income transfer program depends on whether a household will 
be above* or below its breakeven level of income, and also on the types of pro^ranls 
undfld^ which it already receives benefits. For households well above breakeven levels^ 
the .effects are likely to be nilj their net wage rates are unchanged, if they are 
not covered^ and, the guarantee or some net, benefit is far from its reach* For house- 
holds below^ breakeven levels and currently not receiving any "benefits, the net 
impact on work effort is predicted to be negative. In addition, some households ^ 
slightly^ above thQi:j)reakeven level may choose to reduce their work effort to 
become eligible., It is important, to remember, however, that most low income families 
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'already, receive some income transfers ♦ Their guarantees and tax rates, whether ^ ^ 
from AFDC, AFDC-UP, Pood. Stamps, or public housing, are not negligible, esf)eclally 
since the simultaneous receipt of .multiple benefits is common. Any conclusions 
on what, happens to the work effort of these families depends on how the new pjrogram 
changes t^eir ♦net guarantee aAd tax rates . * 

*[n Tttost studies of wark effart, the term labor 'supply has been operationalized^ 
Sxy reference either' to participationin the labor force or time worked during some 
recent period,^ usually either the past week or the past year. Attention has focused, 

tlien, on a particular quantity of effort, but not on the timing or the pattern of 

■» * . 

effort. As Cain and Watts. have noted,, hovever, an actual count of hours worked per 

year may capture some pf the impact of transfer programs on the timing of work: 

most warkers are restricted by institutions to working^4b hours per .week all year, or 

to not working .at all; thus, if workers register less than 2,000 annual hours worked it i« 

belcause *of^ some (full-time) unemployment, voluntary and involuntary', not because" 

they are working less than 40 hours per wefek. In an inter iB? report on the NIT 

experiment, for e^^ample. Watts suggested that the effect of income transfers might 

~ ' ' . ' * 12 

be to induce workers* to prolong J;heir search for new jobs once separated from a job.^ 

If hours worked per yean picks ixp these timing effects of income transfers, it clearly 

does so imperfectly p. Iti any case, it is important to note that the theoretical 

predictions about the consequences of 'income transfers have not been related directly^^ 

to the timing or pattern of labor supply.* This study, however,, makes some empirical 
• • • - * . . " . * • ' 

effort in that direction. ,^ ^ « . , 

Although the relationship between welfare programs and emplo)anent turnover has 
g<^e virtually unstudied, that between welfare programs and the quantity of work 
effort has* received extensive, attention. In TaQt, t,hree critical reviews of the 

- " 5 * . ■ ' • ' • ■ ' ' ^ 

literature b^e been written. . . / . ^ 



' '?# Empirical, Estimates of Labor Supply Effects - 

Inferences on how welfare programs affect work effort largely are drawn 
from 6^psa-aectipnal data* that are. not relate^*. to an income transfer program* The*'* 

'typically cpAtaln ^obaeryations on itfdividuais facing, different market wage ' 
""^tes arid different amounts of non-employment income. It la assumed that Uil in- " 
dividuala in the cross-section have the same^ behavioral parameters* JDlf f trances , In. 
observed work effort are then explained by differences in explanato^Tr variables 
like the wage rate and income. Under these assumptions,, diffeirences oyer, time in 
the wage rate and income for a singlfe ind|.vidual are predicted to lead to similar"' 
differences in work, effort. Since the guarantee li^^l of a transfer program has 

an effect like unearned* Incomfe, and the tax rate like the wage rate, the effects 

' * » - ' ' - "f. ' 

of the* transfer program on work effort can be deduced. „ Host studies^^of this type 

rely on data from the mid-sixties or earlier. ' These studies usually* ignore the 

-* . ' ^ 
C' ' ' ' ' . - ' ^ * » ' / ' 

affect on the net wage rates facing persons in their samples of the tax ratejdi in . * 

existing transfer programs, but coverage of such programs, especially malArhea4ed ! 

families, was far more limited at that.t*lme than now. / J ^ 

Carfinkel has summarized the r^^ults of eight studies usipg cross-sjectional data 

which are unrelated to particular welfare programs. Two types of results jar c reported: 

the percentage change in "labor supply" pet $10dO increase in the annual IJlf guaratrteej^ . 

and the percentage chajige in /'labor supply** per. 10 .percenpa^e pqdiif increase in the ; 

tax or belief it-^loss. rate. The measures pf labor supply .^vaxy ^^dely^^^^ 



studies,, from hours worked last year to the *ra^tip of earnings la^g , year over jthe \ 
predicted wage for last year. jSarfinkel characterizes the 4ivdcgc^^ among .thai . 



studies px the estimated effects as being "striking alcid ycl is turfcing To. cj,te*ifre 
extremes^ the high estimate predicts a % percent decline fid jiiBoiif jsupply per $1,000^. „ . 
increese in the NIT guarantee; the low estimate predicts a i6 percent. rex|uctipn, iti^ - • 
labor supply^ With respect .to the feax ratey the extfeme.estinjates aj^^ a 5 percent* 



jdeqlia& in labor supply, ^er $^l')000 Increase iii the NIT ^arantee; the low e^tiioate 
p^ed'iiita .a .,6 percent reduction^ in labor supply. With respect to the tax rate, 

' ' * * • , ' <■-•/'• 

the exjtr^e estimates are^ a 5* percent decrease in labor supply pet 10 point increase 
y^rstis a 3 percent increase per 10 .poiij^t increase. Given the piean wagie rates and 

^aean amounts of non-employment incpme^ all o£ these studies -predict that an 1HIT ! 

'* ' ' . ' ' * 

program^ with a $3,000 guarantee and a' 50 per,cent tax rate woi^^d^ause, a decrease in 

labor s^i^ly )>ut the amount of the predicted decrease ranges ^ rom 3 to 40 percent for 

^tua^ie heads. Gar£inkel's best judgment- is that tihe railge of estimated effects is 

'"more narrow, going only f rom* 1 to 6' percent. ^ " • 

Given the recent expansion of programs for low\ income families containing guarantee 

. * ' * ' ' ' . • ' ' *- 

and tax ratesj^ the estimated addltidnal labor ' supply effects of, a $3,000 - 50% NIT 
\ ' ' ; ' ' ; • . " ' , ' , * -N. ' . ' • 

program would have to be^less than what is suggested by Garfinkel's second range of 

-estimates, fey* July 1972, the average. cash , welfare plus food 'stamp benefit available 

, to a jEaleTheaded family of four in the U.a-^ waa' $2,431, while its total tax rate 
.\ ^ ^ - * . ' ' , . 

aver the first few <:housan4 dollars of , earnings exceeded 30 percent. Of course,* ^ . 

guarantees and tax fates varied greatly around tjiese averages, but these figure^ 

provide an indication of the f act^ that a new NIT program will /not be rfiising non- 

employment incdmes and tax rates fyom near zero levels, even for male-headed families. 

. In summarizing the findings of non-experiiAental studies on how income t^ran^fers 

affect ttie labor supply of married women' and female heads of Iy5useholds, again we , 

rely on.Garf irikel*s presentation. With -respect to the latter demographic groups, * 

program data as well as. the regular cross-sectional data ar(S available for analysis. 

Compared to the labor supply response of toale^heads of households, we would expect 

tha't of martied women and female heads of households to be greater. ^ Working less 

than *full-time all year is more acceptable for women^ than for men. Given prevailing 

;^attitude^ on the ability to raise children and do dally housework chores, women are 



■; . - / , - 50 - • • . 

assumed more able than men to put to productive use time not speiit at market work. 
Faced' with an income transfer, then, we woui,d expect women to withdraw their labor 
more readily than men. In fact, t^ cross-sectiopal studies yield results consistent 
with tAis expectation. Per $1,000 increase in the guarantee, the range of labor 
supply reductions Is from a low of 4 to a high of 30 jTercent. (For male heads, 
recall that the estimates. ranged from .6 to 5'percent.) Per 10 point increase 
in t^he' tax rate, the estimated labor supply reductions ranged from 4 to IQ^percent. 
(For male heads, the range Has from a 3 percent increase to a 5 percent decrease.) 
studies of female heads using cross-sectional data indicate that their labor supply 
may be bomewhat less sensitive than that of married women, but still much more sensi- 
tive than male heads to |)oth guarantees and tax rates. Studies of female heads of 
households using data frdm th^ AFDC program support the position' that the sensitivity 
of the labor supply of femle heads is greater than that of male heads. ' 

In viewing these results, Ashenfelter and Ehrenberg note that the estlBiates of the 
impact of income transfers on the labor supply of both categories .of women ar^ much 
more divergent than are those for men. ' Along with Garf inkel, theji have listed the 
many serious sources of bias in them, concluding that what we really have learned is 

something qualitative: "that the labor supply of women is more sensitive than that of 

' 18 ^ * 
men. Going beyond these summaries, we should* not overlook the important fact that 

.... - ' \ 

by July 1972, the average AFDC plus Food Stmap benefit available to a female-headed 
family of four was $3,442^ -Ry ^faly 1974, this sum exceeded $3,700.''*^ With the 
value of^Medicaid averaging $800 per^emale- headed family of four across tH§ country 
and given the virtual universal covera^ of poor female-headed families by these 
three programs, most such families faced cumulative income guarantees that are un- 
likely to be raised by a new, universal NIT program. Such families also faced total 
benefit-loss ipates averaging about 30 percent; considering work-related expenses, 
their gain from an increment of $1 in earnings usually was less than ^ cents. 
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A welfare reform program is thus likely to make little change in the benefits 
available to female headed households* If thes^ facts and assumptions are accurate, 
it fallows that knowing less precisely the labor supply sensitivity of low income 

^ 

women should not be^'troublesome for policy makers. Welfare reform is likely to 
^ . , . 

Jbring^ larger environmental changes for low income men, whose supply of labor also 

is quantitatively more important* * ' - 

C. A Review of the NIT Experiment and the Labor Supply Studies Resulting From It> 

1. A Description of the Experiment 

The first NIT experiment was not a great success as an experiment, but in 

the three years that it ran in each location, it accumulated such a rich body of data 

that careful analysis could provide ^tensive new infoxrmation on numerous aspects 

of the behavior of low income families • The first NIT experiment was launched in 

four cities, three in New Jersey and one in Pennsylvania. Altogether, a sample of 

1357 families was selected. Each family was interviewed thirteen .times, once before 

the experiment started and then once each quarter during the three years of Its . 

duration* The questions ranged widely over many aspects of behavior Including ex*- 

tensive questioning on labor mafrket activities of all family members. The data from 

the experiment, referred to in this study as the "Wisconsin data," thus provide a 

three year time series for each family in a large cross-section. Whereas the previous 

cross-sectional studies had to. infer individual behavior cpmpletely from comparifiT'ons 

among individuals, the NIT data provide not only the comparative data, but also 

a limited amount of variety in experiences for each family over time. With such 

a body of data an analyst has an ppportunity to study not only what determines the 

level of a variable, but also what influences its pattern over time. 

The main purpose that led to all the data 'collection 'was, of course, to conduct 

an experiment to test the effects of a negative income tax.^ Households selected 

61 
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for participation were randomly assigned either to an experimental or a control 

group; once designated to receive the experimental treatment, households were assigned 

not "randomly, to one of eight. NIT treatments* The latter assignments, based on a 

complicated model designed to minimize costis for the information obtained, generally 

'placed hous^olds with lower pre-enrollment Incomes under the less generous experl- 

mental plans and households with higher pre-^enrollment incomes undet the mote generous ^ 

plans. The NIT treatments. varied only. in the. guarantees and' tax ratejs;f acing tHe 

households, and were in effect for ^ period of three years. The control group was 

to receive no payments. The experiment was thus designed td detect the effects on many 

Aspects of behavior of several distinct variants of an NIT.' _ * 

As might have been anticipated in a social experlmenj:, unexpected changes in the 
» 

welfare ^environment substantially altered the actual treatment of fam'iliies, muddying 

the previously clear*-cut distinctions' between the various experimental treatments. / , 

New Jersey Instituted the AFDC-UF program shortly after the NIT experiment began. This 

meant that families in the control group who wer^ not expected to receive welfare 

benefits as long as they remained Intact now bec^ime. eligible for them; it also meant 

that families in the experimental groups now could choose between receiving an NXT 

20 

payment, an AFDC"*UF payment, or neither. Before its guarantee was cut very late 
in the experiment, the annual guatantee in the New Jersey AFDC-UF progtam was 
$4,164 for a family of four. It was higher tl>an the guarante.e in seven of the^ eight 
experimental plans. Pennsylvania also had a welfare program with a guarantee of \ 
$3,756, exceeding five of the eight experimental guarantees. 

Three £tdditlonal characteristics making AFDC-UF more attractive than ,^IT were 
the automatic eligibility of AFDC-UF recipients for sizable food stamp and medicai4 
benefits; the deductibility in AFDC-UF of work-related expenses from earnings,. whicK* 
greatly reduced the effective benefit-loss or tax rate; and the short accounting period 
in AFDC-UF, which minimized the effect of previous Income on current benefits. 
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In comparison, HIT had the Mvantage that establishing eligibility fox%eii^i±i^ . . ^^/J 
was easier because the male head need not- have been fully uiiemployej^ — as wais^ ' \ , 

1 - ' > • ^ ' ^ * : ,\, A- , - ^ ^ . f'.^ 

necessary und^ AEDC«*1IF ~ to get on...the pjogjjram^ It. also was easier to maintaitf '/ > . 
eligibility for partial Nit. benefits because tte iale* head^^^^ .: ; 

earnings test; in AFDC-rUF, male/heads had {;o forejgo eligibfUty i£ they ,wor^ed\fpr , 100 
or more hours in any mdnth, no matter what their_earriihgs were^ 0n 1)alanQ^V, should, ' ; 

♦ * , - .4.^. . . ' * '• \ 

have been easier, to get on* and remain on the NIT plans ,\ but it jshdulX^hswe bee^ more; , / 
attractive tp be on AFDC-UF than on most of 'the NIT plans while un^employedi or yidrkixti ' ,^ 
-part-time^. , • ' ' * . ^ — ~ . ' ^ ^* * 



The relative attractiveness of welfare and the various ^-Nll? plans best 'is , 



demonstrated by the choices that the families n^de* Families in the* control gi'c^upi ^ 
obviously, could chopse between a welfare payment and ^ no payment ♦ ^ Families in' the^^ - V - 
experimental groups could choose between welfare or NIT payments, ot neiti^er.. P2>evipus 
studies conducted by the staff of the institute for Research' on' Poverty ^at .tbe/ ; ' 
University of .Wisdonsin^ahereaf ter, the "Wispon^n staff ,'0 used ^ /^cqntinupa^^ 
rhusband-wffe sample." The choices made by, the :families in the sample with whi<;h ^ ; . 
the Wisconsin/staff worked. ai;e present^ed. in Table. II-6* Our Vpxk ds based on .a / * . 

» ^ ' - ' ' ' »- ' ' ' , 

somewhat different sample, chosen So that we .haVe a complete welfare record for . i\ 
every family included^s — Table I j>7, presents the cl^oices mad.e^By families in our / ' 
sample. In bPtb samples, participation in.AFDC-UF was extensive^,^ Note that in bdth , 
.samples, beginni-ng With the third period, families^^^n the 50-50 and 75-70 pian^^ 
'far more often chose, to receive AFDC-TJF jthan NIT benefit^; while in the 50-'3p ^nd"- 
^75-70 plans, the division among those drawing, benefits ualially was roughly '40 p^cerlt ' - 

AFD.C-UF and 60 percent NIT. Thus, in only four of the eight plarts did .the NIT progrdpi 

• . -** ** " . ^ 

typically dominate the\AFDC-UF progjram. In the^ther fpur treatment groups, the AFDCOF ^^r 

ticipation rate typically was not less than half -of wha^E it was in the control *gToup\' 
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The flguzres in the first rowr o.f ctach aet.bf ^thjcee rows *Is ,the percent of . 
families In a given period in the respedtive' experimental groups contjcol 
group which received an AFPd-UF payment. • :\ . ' 



The figures in the second rpw of each set of rows is the percent gt families 
in the respective experimental groups which received Nit paymentsV 

The figures in the third row of each set of rows i-s the percent of families 
in the respective groups which received neither AFDC-UF nor NIT pajnnents. 

The three numbers f^r a given group and time period should add to 100 p^r<^eht;« 
Where they do not, it is because of rounding errors. 
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\li follows that if we were to compare the me^n-pXa variable like hours worked 
for each of the treatment groups, observed differences could not necessarily be 
attributed to differences in the experimental treatments. The contifol group, rather 
than receiving no welfare, now jmay. receive payment's, but under a program other than 
the NIT. The comparison between the experimental group as a whole and the control 

^ : • ^ V . / - • • . ; ^ 

groups no longer, isplates the "pure"ef fects of an NIT, but merely shows' the^ 
differential effects of the two welfare programs. Since AFDC-UK-is complicated, 
it is difficult even to compare' program characteristics > or to predict which program 
shJould.most discourage work effort. Although an actua^ recipient of AFDC^UF is itore 
limited in the amount he 'can work than an NIT reQipient, it is more difficult to 
get on AFI)C-UF in the first place. Those who do not get on will probably maintain 
a high level of wo^k effprt. The differ^nce in woi:K effort between exp^erimental 
and control groups thus depends^ in part on the effects of each progr^jn on r'ecipients, 
/tut also on the proportion of recipients ambng those eligible for each program. 
Similarly, It is also difficult to distinguish the effects, of the various NIT ' 
treatments. ,^ox each of the NIT. treatment groups now includes a combination* of 
' NIT and AFDC-UF recipients. In order to isolate ttie "pure" NIT effecTt one needs 
to separate NIT and AFDC-UF recipients, but also io identify what kind.o^ Individual*' 
chooses one program rather than the other* These are herculean tasks^ but the 
Wisconsin staff de^^oted great energy and intelligence to the task of distinguishing 
the effects of an NiT. _ . ' . > ' ^ 

Before proceeding with a review oJE the labor Supply studies .of the Wisconsin < 
staff, it should be noted ttiat comparisons between (treatment groups is not ^e only 
way to stctdy the data from the experiment. .A successful experimetrtal approach would, 
of cotirse, prov;ide several clearly distinguished transfer progrAm!^, with' each family 
kept in an unchanging welfare environment for the duration of the experiment. Con- 
trolling the characteristics of the sample receiving each treatment through careful ^. 



experimental design, observed differences in labor supply would then measure, the 
"pure" effect of transfer program differences without relying on complicated in- 
ferences and questibnable assumptions that .gd into the usual crosf-section study. 
In view of the extensive AFDC-U? contamination in the first NIT experiment, one. 
- cannot rely on the treatment categorijS iu identify the actual transfer environment 

faced by any f^ily. Thus, comparisons of labQr . supply between treatment categories • 

-y . ■ ■ ^ ' 

can identify the "pure" effects of various NIT plans only with the aid of complicated 

91 

inferences and questionable assumptions. In vdLpw of the complexities, in studying 

the treatment categories, an alternative approach would be to ignore them in analyzing. 

the data. Each family would be faced with the guarantee ind tax rate for the program 

in which they actually participate. The separate effects of these would have to be 

deduced from a regression analysis of work effort over a cross-section o£ all families. 

The chief advantage of the experiment is thus lost, but it is lost even if the analysis 

continues to usia the treatment groups . The remaining advantage of the experiment, 

other than producing a large body of data, is that it did face families with a sub- 

stantial variety of welfare experience. Over the cross-section, there is- much more 
> 

vart^tion ±r( guarantees and tax rates than if AFDC-UF had been the only welfai^e - 
program. This improves the chances of getting reliable estimates of guarantee, and 
tax rate effects. We are not arguing that analysis by treatment groups is wrong. 
Rather, in view of the complications, it may be an inefficient use of ^ research time 
when the data provides so many interesting research opportunities. 
2. The First Results from the NIT Experiment ^ 

^. Response of Male Heads ' 

Harold Watts did the analysis for the Wisconsin staff of the ^labor supplyv** 
respohse^Jl^-iniarried men. Having presented results whiclk^na^iously Ignore the AFDC-UF 
problem, he conducted his more sophisticated analysed afVer^exciuding all families in\ 
tjje 50-50 and the 75-70 treatment groups. In the latter work7\^hfere is no further effort 



to adjust fbr the AfDC-UF problem In tjie other six treatment and control groups, 

The imitortant results of his^rk are presented here* First, his findings varied 
with Jiis measure of the dependent- variable *and by ethnic group. Labor force parti- 
cipation seemed to be unaffected :by the several treatments. Over time, employment 
fell and unemploymeat rose, however,' among whites and Spanish-surname male heads, 
while the^ moved^in the opposite direction for blacks; only for the Spanish-surname, 
were the changes stajtistically significant, Ho.urs of work fell significantly in the 



k fell si 

^white and Spanish-4urname groups, the decreases becoming larjer with the passage of 
^ time during the experiment; among blacks, hours of work, like the other measures of 
-supply, showed a surprising, although not significant increase. Secondly, decreases 
in work effort were greater* the Ipwer the male head's normal level of earnings',- For 
Watts, a pivotal example. of the fexperimelit 's effect was the 4-5 percent reduction^ 

*from the mean, of 35, in the weekly hours of work for whl^te males under the 100-50 plan 

' ' ~* * — 

in the middle of ' the experiment. Thirdly, while a statistically significant ex- 

perimental effe]Cj|lwas detected in comparitTg the entire experimental group with the 

control grpups, consistent pattern was obseryed among°^les facing different - 

guarantees and -tax ra;t:es. As* between ^i^^sons |n the plans with 50 percent and 70 

perrcent tax rates, "for example, this should not be* surprising: at the close of the 

experiment, only 5 of 85 persons and 26 of 86 originally assigned^ respectively, to 

the 75^0>and 100-70 plans were still receiving .NIT payments, the remainder being 

either on AFDC-UF- ot not receiving a NIT payment. 

Garfinkel anal^c^d th^ impact of ,the ^DC-UF' problem on the results of^ the ex- 

perimetit by trying to determine the sensitivity of the findings of the experiment to 

various assumptions about how those who "received AFDC-UF during 'the experiment would 

have worked in the absence of the* program. 'He tries to test the effect of three 

■ - \ / ■ . 

alternative a&siimptions: 1) that those in all groups who' received AFDC»-UF would have 

'* ■ ■ ^ ' ' 

worked in its absence as much as they did wnen it was available; 2) that su<;h persons 
wcfald have worked the same amount as persons in the sample that never went on AFDC-UF 



but had similar demographic characteristics andj^were In the same group; 3) that 
persons in control group families receiving AFDC-UF would have worked the same as 
those in the control group Who did not, 'but persons^ in experimential families re- 
ceiving AFDC-UF would not have changed their work effort in. its absence. In 
Garfinkel's view, these assumptions will yield, in turn, low, intermediate,., and 
high estimates of what the differences in labor supply betwe^en control and ex- • 
. perimental groups woul^'h^^ ieen In the'absence of the AFDC-UF program. For example, ^ 
the third assumption implicitly Imposes ^^j^^es in behavior on sample members that 
shpuld exaggerate the differences between control and experimejital groups that other- 
wise would have arisen. Presumably, part of the difference , witjhin the control 
group in work effort arose not because some people had a sj:ronger taste than others 
for welfare^ ^ut rather because they became involuntarily unemployed; and some of 
thfe experimental group persons whose work effort was negatively affected by AFDC-UF' 

would have worked slightly more-under less generous and constraining NIT plans. If' 

" > • *^ 

so, increasing subs^ntially (by thi-S thir>s[ assumption) the work effort of certain 
corttroi *f amilies and leaving unchanged that of greatly affected treatment fami^.ies 

maximizes the difference in work effort between the two groups. 

«. • . 

Using a;^7erage hdurs worked for the, twelve experimental periods as his measure 

of ^abor supply, Garfinkel finds that. the experimentals worked 2,6, and 9 percent 

less than the controls under assumptions 1, 2, and 3, respectively; with the latter 

^5 

two differences statistically significant at or above the 5 percent JLevei. 
When he makes the comparisons by each of the distinct experimental plans,, statistically 
significant differences between the respective groups and tl\e control group begin 
to appear under the second of the three assiimptions and, as mig^t be expected, only 
for the more generous treatments. Recall that under the less genergus treatments,^ 
there were few families who actually received NIT payments'. Thus, there was a trivial 
number of cases in those groups among whom control-experimental differences Were^ likely 
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to arise; and any observed differences, when averaged over all persons In the groups, 

• « * ft . , 

would have to be sinall. Garfinkel, therefore, siimmarizes his results by jioting ^that 

^ ' J - , ' • ' 

the AFDC-UF program did affect the findings of the experiment, although the effects 

• ' • ' * 'I" 

in absolute terms were trot v^ry great. Moreover, by dominating the less generous 

treatments, the AFDC-UF program made.it virtually impossible .^to develop coefficients - 

^ for .the increase in an NIT tax, rate from 50 to percent. ' - * ' 

b .* Response of Married Women . ' * , \ • 

*'< * • • ' ' 

In the analysis of the response of married women by Glen Cain and his 

. colleagues, families in all plans recej.ving AFDC-UF always were included; and analyses 

also, were done distinguishing between ttiose on aijid off AFDC-UF as well as amoog those 

who were above from those who were below jNIT breakeven Jevels. Given the samplei 

design, not many families with working wives could have been seletted for the experi- 

ment.p Again, the results of the analysis differed .according to the dependent variable 

usedi as well as by ethnic group. . Among white women, in general, work effort declined 

/to a statistically significant degree whe^n considering ^ labor force participation or 

hours worked as the measure 6f labor supply. Among black women, a decline was not • . 

observed in either labor supply measure^ except at the lowest leyels of normal injc:9me. 

Among Spanish-surname women, a decline was obseirved only in hpurs worked, but it. was 

not statistically significant. As one would expect, the reduction in work effort 

was greater among the married women than among the 'men: from a mean of roughly 4 hours 

per week among all white wives, i.e., those working and those not working, work effort 

declined among women in the 100-50 plan by roughly 25 percent (compared to 4-5 percent 
' ^ \ '27 ♦ . ^ \ 

for the. males In that group). Once again, a strongs and consistent pattern Could 

/ ' ' ' ' • - 

not be detected in the effects o£ rising guarantees or t^x rates. ^ : 

• \ ' ' / - . • " 

lijce Watts, Cain hypothesized a relationship between, normal income and the impact . 
of a NIT plan. In the study of married women, however^ the assumption was that there 
was a sh^rp discontinuity in responses nhen normal incomes reached NII^ breakeven levels 



of income; fain 11 lea beloWv such levels were assixmed to Influenced by the relevant 

t^ogram parameters , while those whose Incpmes j^e^e above such levels were assumed 

to be totally unlf luei\ced. In facft, Cain did find a relationship between the normal 

Income of a family and the Impact of an NIT plan. By f apln£ the families .whose Incomes 

we're on different sides of the breakeven levels with different program parameters^ 

Cain and his colleagues estimated a quantitatively smaller but; a sf^tietlcaily mote . 

significant impact of guarantees alnd tax rates on various me£lsures of work effort 

than when all sample members were faced' with similar parameters. Their findings,^ 

interestingly, were sensitive to the measure of normal Income which was utilized to 

determine breakeven levels." 3y estimating a quadratic function^ the authors W^re 

able to detect, especially' for Black and Spanish-surname f amliies,^ that work Us- 

incentives were greatest at very low levels of normal Income but that they reached their 
•i . . * ' • ' ' • f« * t 

^ *" ' * * 28 * ' * ♦ ' * 

peak well below breakeven levels of inqome. . ' . ' 

* \, • ' ' , 

TJie vork of the Cain gr6up also Included an attempt to estimate the impact of the 
AFDC-UP program on the findings for their sub-group of the sample, Cain's group 
poncluded that the AFDC-UF f>rogram did not have a statistically slgnlf Idant impact ^ 
on the overall findings with respect to married women* ' Interestingly, though, when 
they ufiled averkge hours worked over the twelve experimental periods as their measure 

of labor supply, two of their four models. yielded results quite comparable to those 

* * • * 

29 

of Garfinkel for the ^ame group, ,Garfinkel had found that married women in the, 

> •• 

experimental groups worked 14 percent fewer hours than did wom^n in the control group, ^ 
using his sec9nd assumption \oti how to treat., the"7[FDd-UF contamination problem. 
Estimate? by'Cairi in his twq models were roughly 12 percent, Garfinkel '^s differences 
^IsQ were not statistically significant^t Ndt having come up with statistically 

- . -r . • ' . ■ ^ > * - • ^ 

significant results when incorporating Garf inke^^s second assumption, the Cain group 
conducts all of its' work by including all families in^ all eight .treatment groups ' . ' 
in their sample, (Recall that Watts dropped the two least generous plans.) 



* • ■ ' - 63-- : 

' JJ. The Response of the Family . * 

Robinson Hollister conducted the. Analysis of the impact of the NIT plans 

' * *i . ^ 30 * ' 

on the lahor supply of t}ie enfire family unit, Hollister always eliminated 

> / ; ' * . * • 

, 1^11. families when' they received AFDG-UF and sometimes eliminated in his efnpirical 



, woxfjk jthQse no^i receiving AFDC-UF if they were in the 50-50 and 75-70 plans. He* also 

*% of te^' distinguished the responses of families above and below breakeven levels. His 

^ findings also vary with the dependent variable use<i, as well as by ethnic group and 

^ ej^rimei^tai time. Among white families, both earnings and hours declined significantly 

in the experimental group. Among black families, earnings increased significantly but 

hours of wor^ declined signif icantl^y. Among Spanish-stirname families, earnings and 

hoixrs decline^ signficantly. Among whites, and Spanish-surname families, the declines 

increased with time. Lastly^ as Watts and the Cain group found, theoretically. expected ^ 

31 

and consistent patte;tns by guarantees and tax rates generally could not be detected. 

For whites and Sf>anish- surname families on the 100-50 plan, the induced decline in hours 

worked was on the order of 10 percnet. Another interesting finding of Hollister^s 
» * * 

is that declined in work effort were greater for families with greater variance i'n 
income, other things constant. This finding, he speculates, could be attributable 
either to ..the fact that families With high variance learn about the ;itiplicat ions 

♦ 

of high tax rates; or that the NIT payments reduced the need for families to send 
secondary workers in a family into the labor force when the primary worker became 
unemployed • . ^ ^ 

Hol'lister/s findings on the relationship between normal income and the impact of / 
the NIT treatments on the labor supply response of the family appear to be at variance 
with those of' Watts and Cain, He finds that the higher the level of normal total 

-/family earnings, the larger the negative experimental differential in family hours or . 

^-^ earnings. His speculative explanation is thatV 



•'this greater respoasivene^s may. have reflected the 
concentration of families with working wives at higher 
• earnings levels*^ As has been found in other chapters 

of this report, forking -wives respog^ more than male ' 
heads to the disiiicentive effects." 

Thus,' the apparent inconsistency among the three authors well may be reconcilable. , 

Beyond excluding all families when they received AFDC-UF, Hollister attempted 

to test further the iifipact of the AipC-UF alternative on his findings. Hollister 

developed a special subsample of families in tl^ remaining six treatment groups who 

typically would have received a higher NIT than AFDC-UF payment, given their normal 

incomes and the parameters of the two particular program alternatives facing any one 

of them. Using this small subsample, he concluded that differences in tax rates had 

a bigger ^impact on work effort than he previously was able to uncover, but guarantees 

had no impact. Given the fjact that he was compelled in this subsample to consolidate 

all ethnic groups, his confidence in these' findings is very limited. 

Supplementing Hollister *8 analysis of the impact of AFDC-UF on the family's work 

effort is Garfinkel's. His findings are that family labor supply, whether measured 

by family earnings or family hours worked, was sensitive to the AFDC-UF program. The 

differences between the control and experimental groups were 6,9, and 13 percent, 

depending on the use of Assumptions 1,2, or 3. All three of his differences were 

% 33 ^ 

statistically significant at or above the 5 percent level\ , 

As was the case with studies using non-experimental data, relatively little energy 

was devoted to measuring the. impact of the NIT plans * on employment patterns > Holding 

constant the ctiaracterisitcs of ii^ividuals and the iobs they held, Seymour Spilerman 

and Richard Miller attempted to. assess the** effects of the generosity of 'the NIT plans 

on the rate of job turnover, the duration of unemplo3mient, and the pattern of re- 

n and Miller did not adjust for the AFDC-UF problem, nor did 

they distinguish between families with and without NIT payments. Contrary to their 

expectations, they found that job turnover declined with the increasing generosity / 4 

f the NtT plans, the latter apparently failing to induce added search in the labor market. 



Again, cbntirary to expectations, plan generosity was not positively correlated with 
the duration of ^jun^ployment , although a hint of such a relationship appeared among 
whlteg. S;Lnce Spllerman and HlHer detected^ ev4.dence suggesting that workers at 
low levels of earnings Increased their job attachments as a result of receiving 
NIT benefits, tliey speculated that people treat such benefits as wage Increases on 
current jobs. Lastly, the authors found some supplort for the vl6w that generous 
NIT benefits facilitated the movement of younger, more educated family heads into jobs 
with potential growth in earnings and satisfaction. We cannot be sure, however, that 
they were observing something other than normal job mobility patterns among age groups. 
The study is limited by failure to account for the AFDC-UF problem, as well as by 
the repeated inability to generaf.e statistically significant results. 

D. Conclusion " 

Our review of the literature on the employment of family heads in the low Income 

population and how it is affected by the guarantees and tax rates of welfare » programs 

has yielded several major poin'ts. 

1. In the low Income population most family heads, female as well as male,' 

are employable. While only 15 percent of female heads of AFDC "f an^illes are employed 

at any momeijt in time, roughly 40 percent work at some time dutlng three years* 

Employment typically Is part-year or part-time and at relatively low wage rates. 

» * * 

Not surprisingly, employment is^more prevalent among male heads of poor (not welfare 
poor) f Amines. During the year, roughly two-thirds of such mej^ork at some time* 
The extensive labor force attachments of such women and men suggests .that under the 
existing wedfare program most families will work of their own volition at some time; 
and thus programs which get them jobs largely will b'fe affecting the timing of their work, 

2. Studies using nonrexperimental data suggest that guarantees and tax rates 
In welfare pro-ams should affect work effort negatively. - The effects vary by sex,' 
the work effort of women being iiiDre sensitive to welfare programs than that of men. 

O B ;ef facts for either group are not sizable. For example, the consensus of studies 



using non-exper;(.mental data is that a $1|00Q. incre^ase in the guarantee of a welfare 
program should lead to a decrease in work effort among male heiida of no more than ^ 
5 percent during the year* ^ - 

3. The first studies of the NIT experiment alsb suggest that work effort * 
of low income perspns is sensitive to income ^pjaran^eaV but t;hey find no effect 

of tax rates* Because of the surprise, development of the AFDC-UF program in the 

• 1 , ^ ' . 

state where the experiment was conducted^ the design, of the experiment was damaged 
badly, Cons.equently, we believe that although the data generated by the experiment 
Are useful in studying the' impact of welfare on work, the use of the original ex- 
, perlmental groups in doing this empirical work is ill-advised. Reliance on the 
findings resulting from the early analyses of the NIT experiment should be limited, 

4, Analyses of work effort in the low income po.pulation and how it is influenced 
by welfare prog'rams concentrate on the quantity rather than the timing of work* Use- 
ful studies have been done recently on work patterns in the general' population. This 
study analyzes work patterns in our samples and how they are affected by welfare 
programs, , * \ 
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FOOTNOTES 



1. This is a title of a recent- booTc tha:t emphasizes the':,point: ' . ' * ; , 

S. Leyitan, M. Rein, and D, Marwlck, Work and Welfare Go together . ^ - \ \, * • 
(Baltimore: Johns Hopkins University Press^ 1972)^ - / ' ' " . 

2\ The AiT)C data are tot "AFDC mather^ in the home.,". In 1973, roughly 85 percent ol ' 
AFDC units were headed by females^ ThuB7~the data in the tables* that follow 
largely refefr .to female heads of AFDG units, .not. simply AFDC mothers. 

3* Robert E. Hall, "Why Is the Unemployment Rate. So. High At Full Employment?" 
Brookings Papers on Economic Activity, VxA. 3,»1970, p. 390» 

-A. Robert George^ Williams, "AFDC And Work Effort: The Labor Supply of Low Income Female 
Heads of Household," unpublished doctoral dissertation, Princeton University, 
April 1974, p. 13. 

^ \ 

5. Over 90 percent of all poor femaleXheaded families receive AFDC at some point during- 
the year. (See: Barbara Boland, "Participation in the 'Aid to Families With Dependent 
Children Program," in U.S. Congress, Joint Economic, Subcommittee on Fiscal Policy 
Studies in Public Welfare > Paper No. 12, Part I.) 

" » * ^ * f 

6.. James Storey, "How Public Welfare Benefits Are Distributed In Low Income Areas," 

in U.S. Congress^ Joint Economic. Committee, Subcommittee on Fiscal Policy, 

Studies in Public Welfare , Paper Nq.^6, p^ 100. 



7. U.S. Department of Com merce^ Bureau. of . the Census,- Current. Population. Reports, 
Consumer Income: Characteristics of the Low Incorfe-Population,.. 1972 , Series P-60, 
No. 91, "December 1973, Table 30. 

8. 'Williams, pp* 14 and 15. ^ ) 

9. U.S. Department of Commerce, Table 31. - 

10. Robert E. Hall, "Turnover in the Labor Force," Brookings Papers on Economic Activity , 
Vol. 3," 1972, pp* 709-56. See also: George. L. Perry, I'Unemployment, Flows in the 
U.S-^ Labor Market," Brookings Papers on Economic Activity , Vol. 2, 1972, pp. .245-78; 
and Hyman B.-Kaltz, "Analyzing the' Length of Spells of Unemployment," Monthly 

• Labor Review > Vol. 93, November 1970, pp'. 11-20. 

11. The impact of income transfers on the aged and teenagers has received attention. 
We do» not review the fi ndings of these studies. 

12. Harold 'W. 'Watts, "Mid-Experiment Report On Basic* Labpr-Supply Response," in U.S. 
Congress, Senate Committee on ^'inance. Income Maintenance Experiments ^ February 18, 
1972, pp. 117-8. ' ' 
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Irwijn^ jffairf ^ja^ "Income "Transfer Progfajf and Wo':|*.E|foi:t?: A Review;"' and 
V"\, ~ Glen G. Cain and Hatold Wv^llatts;, ,*^A^^ ExaBtinatipn^l^ Cr^ss^Sectional ' ^ . 

^ , ]S^i4ence'onX'aboa;\Force Jlesponse to. Incb|ie.MaIi^fi^^ in 

^. Congress^ ,^Joint ^Ecp.n^ . ' " 

>'Studtea "ixi. PUbjlc We^f ^re{ i^aper- 1^^^ .pp,;'li^32 and 6^-ft9 ; ^and Otley , , " / 

Asherifeiter^ "Using Estimates iif income . . . . 

'Parafljetgars to Predict the Worfc Incentive 'Ef fect:! of . Various Income Maintenance 
Programs: A ^rlef 'E^gposition and- Partial. Survey. (/f the, .Empirical literature," ' .J - . , 
Te5ihnical Analysis Paper No ^/l, &flEl^e /of. Assistant Secretary for J^oilcy, , ' ^ 
1* Education and Research, U.S. Department of Labor ,^ June 19^73., pp^. 6r-9» ' ^ ^ . 

• ' » /. ^ ^ . . ' , * , , ^ ^ _ ^ , , . 

14. Having.no data Trom ^FDC-UJ" and^ Fobd Stamps,. economists have not produced ,^y . , 
^ studies 'pn- male heads *9f fariilies using prdgram data ^ . , 

15» * A compact description of the measures, of labor supply used in^the studies using 
non-experimental data is offered, in: Cain and Watts ^ pp. -85-6. 
y ? ' ' - ' ' ^ . . ' ' ' ' / ' t ^ ' 

16. Between. July .1972 and ^ijiily 19,74, Food, Stamp benefits have risen 34 percent to offset 

partfally ^he decent" ^infla'tion. The variation among male heads of families in cash plus 
Fbod Stamp benefits *an4 in tot^l ^ax rates arises because AFD^^-UF is not provided in most 
• ^ of thjB sinallet^. States^ (These data are .taken ^f;rom a very useful study": James R. , 
/5toinayV 'VeJLfarelin'tlie .7P*s: > National S^tudy.af Benefits Available in 100 Local 
. .Areap^" in^H*S» Congress, "Joint Economic ComndLtee, Subcommittee on Fiscal Policy, 
,1 : '^t:u die6 in .^Public ^Welfare , Paper No*. 15, July 22, 1974, pp. 8 and 530 

.Ga'rf ihkel,: pp./'20^27^"^ / * ' 

' 18'/ rAshehf^lt^r ahd -Ehrenberg, 'pp* 21-22. 

19Vv' Storeyt* pD*/rf 'and 53. / ' ' . 

20., The ^contamination of the NlT experiment by the surprise development of an AFDC-UF 
pragifam in New Jersejf and by the presence of two sj^milar programs in Pennsylvania 
1 has received .extensive attention in two'previous- papers, one by Irwin Garfinkel 
, and tiie;pther,by'Henr7 Aaron* (Seex Irwin ^Garfinkel, "The Effects of Welfare on. 
r / Experimental kespons^," in H. Watts, and A^-Jlees^>. editors. Final Report of New Jersey 
Graduated Work Incentive Experiment ^ Institute for Research on Poverty, University 
. ; of Wif consin-rMadison and Mathematics, 19 74, , Part. C, chapter II; and Henry Aaron, 
"Les9on§ from New Jersey-Pennsylvania Experiment,"" unpublished paper presented at 
a Btpokingsf Institution conference on. the -NIT. e^eriment, April, 1974. )f/ 

'>..:• ^ ' . 

\ 21* , Cjj^n^ and Watts, in'assessing the nonr-experimental.. studies of the relationship between 
income , transfers and labor supply, ppint to>the issues on which researchers aria com- 
pelled to make assumptions before they can. do. their work; and then indicate how 
sensitive these research results are. to the -assumptions that are m^de.' The NIT.^ \ 
experiments were launched to avoid. such problems; but the analysts of the first 
experiment were forced by unanticipated developments to rely on a new set of question- 
. • > able^ assumptions.^ , ^ ^ ^ < ^ ' 

^ * / - • ' V 

» * 



22.' Harold W. Watts, "Labor-Supply- Response of Married? Meti^.", in Watts and Rees^ 
Part -A, chapter Ua. r . 

23V Ibid >>- 46.. , ,^ ^ . ' - • : . - « s;:, 

24. 6arfinkel*s analysis extended to married women and the entire fami]^; ^urii$. ' 
^ We report his^^ results far these two groups .when. we discuss below the papier ^ 

Hy Cain, et al . , and Hollister. (Irwin Garflnkel, "The ^ff ee,t8- o^'Welf are oil ^ 
^ Escperimental Response*") / /; ' - / - 'V . 

25. Using average^ earnings as his measure of labor supply,, JJarfltikel fdund insigni- 
ficant differences for married women between the experimental and control groups* 
In good part, this was attributable to a special problem, described below^^ which 
arose in gathering data^ • - ' . ' - 

26. . Glen G. Cain,^ Walter Nicholson, Charles Mallar, and Judith Woolridge. "The Labor 
Supply Response of Married Women, Husband Present,^ in the Graduated Work Incentive 
Experiment,/' in Jl. Watts and A, Rees, Part, A, chapter llla. * - . 

27. C^in, Tables 2 and 3', pp. 5 and 6. 

28. Cain, et al. , pp. 54-6 and 75-6. * ' • 

29. Compare the results in Tables 2 and 15>in the paper by Cain, et al. 1^ 
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CHAPTER III c- 
• . " . . • . . ' . ' \ 

^ Work and Welfare Experience in •the Two Study Samples: 

* . ^ 'some Preliminary Observations 



• .in this cl\apter we look at work and welfare** experience in our two data samples 

to see if any relationships emerge without applying complicated statistical techniques; 
We examine both work and welfare experience in two stages* For work experience, we 
first consider what distipguishes those who work ^t least some of the time from those 
who never do. Then we consider the i^ork effort and earnings patterns of those having^ 
some work expetience. during periods covered by t;he*data samples. Similarly for 

* welfare experience, we look first at tehe difference between thpse who receive welfare 

"* ' * ^ ' 

at^east some of the tim^ and"£i:iose who never do. . We then iijvestigate tHe welfare 

, ' ' * ' ' \ 

experiences of those who ever are recipients. , It should be noted that our later 
. statistical investigations of Work and welfare experience are concerned only with the, , 
second s'tages of these two problem areas. 'Thus, elarnlAgs patterns are ^studied statistic- 
my in .chapters V and' VI, but only of.'thede who at some time work. Welfare patterns^ 
are studied statistically, chapter VII, in this case only for. those who at \ome time 
•receive transfer .payments. Chapter IV is non-statistical, investigating the Wisconsin 

■ t ■• ' ' . 

data by' a pase.hlsfory approach. Statistical techn^.ques have the advantage that sev- 

eral explanatory ,factors/f or' a variable can be considered at one time in such a way 

^ • ' . *- ' . •« ' •-,■ ,« ^ ■ • ' * - , ' 

" "that tJJie -sepatate effect 'of eacH can be' 'distinguished. However, a certain amount gf 

' " simplification' and abstraction necessarily, is involved! This ch'apter together with 

chapter iv, both non-statistical in meth.od; are Intended to fill in the picture suggested 

by the' Statistical investigatians of chapters' V, VI and VII, and also to serve as a 
check on their results* i 
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As noted, the data from the negative inocme tax experiment are derived from a 

set of thirteen quarterly interviews, administered over a 36-month period, one at 

the outset and then at intervals of three mot\ths during the actual experimei\f:. Orig- 

inally, 1357 families were selected^for the experimental and control groups. Our 

work on welfare pat;^terns is done with a, sample of 894 families, chosen because con- 

.tinuous information on their AFDC-tJF dnd NIT, experience was available to us. Our 

• * * 

work on earnings patterns is done with a much smaller sample because of missing * 

information.^. With respect to labor, market activities, respondents were questioned 

* 

about the^ nature of their labor force participation and earnings only for the last 
week of each quaiMer. Continuous labor force histories were not developed. With 
respect to welfare experiences, respondents were questioned about their presence on 
a cash welfare program at any point during the quarter and the size of their AFDC-UF 
pajnnents for the quarter; records also were kept on the respondents presence on a 
NIT plan and on the size of their quarterly payments.^ 

Previous studies of welfare concentrated oij a study of welfare status — whether 
a family is on^ or off welfare. This giyes only a partial picture^ of the welfare 
experience of a family, since the amount of its transfer , payment may fluctuate freq^entl 
even thougl^ts welfare status, "on welfare," remains" Constant. Trom another view- 
point, the cost of aiding a famil^y depends not only on the fact that it receives k 
transfer payment but also on the amount of that payment, ^thje availability of periodic 
information on payments permits analysis of such changes a*nd is a majoV advantage 

of the Wisconsin data set. "The data on transfer pajntients, moreoyer, comes 'from int§r-^ 

' * -» ' ' * 

views administered at short, frequent intervals ^nd were cross-checked with record? 

' ' ' '^^^ ^ 

from the AFDC-UF and IIJT agencies. In spite o^ the -fa^tf that laadividual changes in 

welfare status were not recorded, a reasonably accurate spicture of changes in welfare 



status can be deduced for each «^ family. Complete oB-off-on again^ cycles are higlily 
unlikely, to occur within any quarter. Therefore^ changes id welfare status are likely 

to be measured fairly accurately by recording welfare status at just one point during 

i 

the quarter. In contrast to the longitudinal data available f or ^ew York City, Ours 

do not contain direct information on the reason for movements on "and off AFDC-UF, on 

3 

and off the NIT plans , or from one XraQ^fer program to another. Nevertheless, we will ^ 
attempt to infer whatever possible about determinants of changes in transfer payments 
in our' later statistical analyses.. This work is novel, since heretofore reseai^ch; has 
been confined by available data to analyzing changes over time only^n welfare status, 
not in actual payments. . . . ' ' 

The absence of continuous work histories in the Wisconsin data Implies that we are 
unable to measure directly the duration of jobs and unemplo^ent. Of course, stated 
explanations for « changes in emplojnnent status are not provided* Whereas changes in wel- 
fare status can be reasonably deduced from once-:af-quarter observations, such is nat^he 
case with employment status. Hall estimated the duration of unemployment spells for 
low- income males, %aged 30, during a period of relatively low unemployment, to be roughly 

five weeks. ^ Further,, among tjiose persons who experienced unemployment in 1969, 16 

* * " ' 5 ' ' * 

percent had three or more spells of unemployment. Such persons are likely to be con- 

centrated in the low- income population.* With unemployment spells being both short and 

frequent for jcertain persons, assessing emj>loyment status only in the last week^f 

a thirteen week quarter runs the risk of inaccurately measuring work experience. Al- 

though we cannot provide reasqnable estimates of changes in employment status, we can 

offer an analysis of eaiminga, -both their me^n^ over time and their variability for 

each individual. Indeed^ i family niay go on welfare not only because its members are 

out of work, but also (depending on the welfare system) because it is poor. Poverty 

" may come eitKet from no earnings or from positive, but low earnings. A fuller pictuije 

of the need for welfare arises from 9 study of earnings rather than from employment 

-status alone. * . 



I The second data set to wftlcii we had access comes Trom the Panel Study on Income J 

r 

Dynamics of the University of Michigan. Families in this nationally representative 

6 * " • . 

sample were interviewed annually for five years. For our analyses, we selected famil 

• '* 

'which were, except for the possible departure of any member, essentially intact'; whos 

• ' ^ 

income, in J^t^ of the five years, was in the bottom fifth of the income distribution; 

whose head^fe^ot over 60 in the first year of fhe study. , There were 1635 such fami 

on the Michigan data tape. ContiijuOus work and welfare histories also were not develo 

• ' . ^ t 

in this s^udy. Frorn^ questions about labor force activities in the past week and about 

• ^ < ' : 

, weeks worked >iuring the past year, estimates were made of hours worked and hours un- 
employed for the year for the family head and spouse. With respect to welfare activit 

•respondents wej-e' asked to provide an estimate of the total amount of welfare payments 

teceived by the family during the year'. It is thus even more difficult to study eithe" 

weifaxe or employment status with the Michigan d^i^than with the Wisconsin data. .We 

shall again concen£rate on^ explaining tran4fer pa3mients and earnings. 

The rema^inder of this chapter divides into a description of the work experience ot 

persons, in the Wisconsin and ]!lichigan study samples part A, of their welfare exper 

ence in part B, and their work experience during periods in which their families recei 

welfare payments ^.n.^part C» ' * * _ — , 

* ' • . • • • 

V A. Work Experience 

• ♦ 

The firm attachment to' the labor force of male heads of low income families is 
borne* out 'Sy jtrhe data we offer on the work behavior of njale members of our t^i^o samples 

; " ^ , • ■ ■ ■ ' V ■ ' 

Table III-l, p4e)^ A shows that 92 percent of the male heads' in the Wisconsin safipTi 

'worked at some time during the three year experiment. To determine the basis for 

the non-participation of the remaining 8 Decent, the non-workers are divided in 

c>the third and fourth columns in the'tlpper part of Table III-l into twe^ groups, di^f- 

• - * * 

ering in the amount of time the male hea4 was Xn his original household,; 
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" Work-Related Characteristics of Workers and Non-Workers 



Charac terlst ics 







* 


9 




• 


A. 


Wisconsin Sample 








MALES 


MALES 


FEMALES 








/J&on- 1 


Non- 




• 






'Workers, 


Workers 








. / 

,JJon- f 


Prsnt* 


Prsnt. 








6 Prds. 


More Than- 


•• 


Non- 


Workers 


Workers 


or less 


6 Prds. 


Workers 


Workers 


(N-820) 


(N-74) 


•(N-44) 


(N-30) 


(N-292). 


(N-602) 


11 


5' 






10 


11 


12 


11 


12 


. 11 


12 


12 


79' 




" 43' . 


46 


71 


79 


■ 36 


til 


42 ' 


42 


33 




22 


8 


4 


13 


30' 


21 


52 


43 


11 


90 


60 


56 


57 


66 


82 


43 


58 


58 


24 


11 


2 


", 23 


14 


8 ' 


30 


65 


30 


43 y 


84 


96 



Prsnt. (H) 
Prsnt. (FS) 
5 



ildren 



Mean No. Prds. 
Mean No. Prds. 
Pet. With 
Mean Age/^ , 
Pet. H« Graduates 
*P<:tx^nhealthy 
PCX.. Blk. & Span-Surname 
Pet. .With Training 
Pet. Whose Spouse Worked 



Charaeteristies 



B. .Miehigan Sample 



MALE HEADS 

Non- 
Workers* Workers 
(N«1017) (N='46) 



FEMALE HEADS 



-Workers 
(N"442) 



Non- 
Workers 
(N"13Q) 



FEMALE SPOUSES 



Workers 
-(N-706) 



Non- 
Workers 
(Ny96) 



Mean No. Prds. Prsnt. 
Mean No. Prds. Sourse Prsnt. 
Pet. With Children ^5 
Ifiean Age 

Pet. HS. Graduates , 

Pet. With Disability 

Pet* Disfigured 

Pet. Blk. & Span. -Surname 

Pet. With Training 

Pet. Vhose Spouse Worked 




4.5- 


4;3 


5 


5 - 


4;3 


4'.4 


3.9 


'3.0 






- 4.1 


4.3 


82 


74 


8a 


77 


81 


/ 33 


39 


50 


41 * 


43 


34 


36 


53 


33 


65*' 


55' 


51 


32 


31 


70 


.50 


79 




ft 


13 


* 63* 


11 . 


40 






57 


48 


78 


81 ' 


57 


' 55 . 


19r ' 


15 


19 


^ 9 ' 






73 ■ 


47 






98: 


\ .93 
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Notes to Table III-l 



In the notes t6 each table variables will be defined only if they, were not de* 
^ fined in the previous tables • • ' J 

A dash indipates that data are not available on the particular variable for the 
indicated group; or that none should be .available, as in , the case of information 
on a spouse of a woman who always waf the female head. of the family. 

-'.(H) and (FS) stand always for "Head";^iand "Fem'ale Spouse," respectively. 



Definitions of Variables: 



1. Mn. No. Pds. Prsnt. (H) and (FS) : The mean among persons in the group of . 
the number of periods that he (§he) was with the family with which he^lived 
at the outset o'f the study* Periods, are quarters in the Wisconsifl. data* and 
ye4rs in the. Michigan data. 

2\ Pet. With Children <5: The percent^^of the. group that. had at some time dur- 



ing the study a child in the family that was aged 5 or less. 



Pet. HS Graduates:* The percent of the group that completed 12 or more years 
pf schooling. ^ . ' ^ j 

Pet. Unhealthy: The percent of the group that was con^ld6red unhealthy as . 
a result of having some chronic^ illness at some time during the expe'riment* 
This measure is the -^^Elesh health variable" on the Wisconsin staff's ahal^y 

sf ^ ' ^ 



5is tape. 

?ct/ With Tratlnrng: 




Pet/ With Training: The percent of the group , that , had formal job training . 
"outside of a regular school program. 

6. Pet. Whose. Spouse Worked: The percent of the group whose spouse ever worked 
during the "study period* * ' * • 

?• Pet. With Disability: The percent of 'the |?roup that ever sufferecjj from a 
^disabling physical or nervous condition that would imp^air the ability to 
do a 'Qertaln type or amount of work during the study period. ^ 

8. Pet. Disfigured: The percent of the group that was judged by the observation 
of the interviewer t-o suffer from a disfigurement that would limit the ability 
to find work., ' / 
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Of the 44 men who spent less tlian 7 of the -12 periods with thejLr original households) ' 

• < • 

*41 left between the time of their selection and the time the experiment began. Thus, 
since we do not know about their work behavior over the three years of the experiment, 
we cannot be, sur^e that' they are non-workers. Among the rfemaining 30 non-worUers, bad 
.health seemed to be the distinguishing characteristic. While 52 perceAt of the males 
who ever worked werd over "unhealthy," i.e.,' had a chronic illness at some tiine during 
the experiment, 90 percent of the non-workers (present at home for more than 6 periods) 
were at some, time unhealthy. ' * 

. In the Michigan study sample, non-workers also are a small minority, 4 percent, 
of the male heads. Again in this group, the distinguishing characteristic of non-workers 
is their poor health: roughly two-thirds of ,theih suffered from a nervous or physical ^ 
^ disability that they asserted^ll^ted the kind or amount of work they could flo; while 
a substantially overlapping grcfB^ had a disfigurement which their intervj^ewer felt^ 
would interfere wit^ their ability to find work. While such disabilities and con- 
ditions^ere common among workers, they were far more^prevalent among non-workers. ^ . 
For the most part, male he^s of low incojne families stay out of the labor force 
entirely for long periods only irVthey 'suffer from some cfisabling condit|.on. 

t ^ ' . ' ; • ^ 

Also consist(^nt with the review in Chapter .II is the less prevalent attachment 

to the labor force of female spouses and.femal^ heads • In the Wisconsin sample, 

/ 

only one-third of the female spouses worked at any. time during the three .year experi- 
ment* In the Michigan sample, over the longer pelriod o'f five years, twice that fraction 
of feriiale spouses woAed at some time.* Among women who dui|ing^ the study always were , 
female heads in* the Michigan sample, *77 percent worked at sometime. In both study 
samples, female labor force partici^pati'on appears to be slightly more common if the 
male head is absent. In £he W^r^consin gample, male heads^re present for^ an average . 
o| 10 jperlods in householdsAhere the female spouse ever worked and are *5)resent roughly 
• 10 percent more often in the households of non-workers. ' In^the Michigan sample, among » • 
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the women who always were femal^ heads, the proportion workers, 77 percent, Is sllgbtlx 
higher than the 70- percent among women^who were female spouses al: least some (ff the time 

^e^lnce the group of female spouses Includes women, .who occasionally were family 
heads, the* contrast between the two groups In work ef f ort^resultlng from a male head's 
absence may be blurred. Note also^ that working women are more highly educated than 
non-workers, so that they may have superior wage opportunities. Also, they are less 
likely to suffer from disabling conditions. Even so, disabilities are common among 
workers; * - - . ^ , , 

Haying distinguished between workers and non-workers, we proceed with a discussion 

/ ' ' " » ' , 

of work experience by using data only on workers in the two study samples. Before 

going further, consider how the various "means" presented in Table III-2 and thereafter 

are. obtained. For each individual in^ the Wisconsin ^ample, we have twelve quarterly 
* • 

observation^ on many of the variables, like, hours worked (measured as the hours worked ' 

in the last week of each quarter). To reduce this information to manageable form, 

we first take the mean over time' of hHirs worked for each .individual. Then an avera:ge 

of those individual means is presented in the tables for each group of individuals 

uriSer consideration. Simil^arly, the standard deviation of a variable like earnings . 

ts calculated* for each individual from his time series on earnings^ The tables then 

present an ayerage of these standard deviations for all of the individuals in -a 

particular group. (The latter mean appears in the tables as "Mean Std. D^. Earnings.") 

Our discussion of^the male and female workers in Tables, III-2 and III-3' is directed 

towards makirig initial judgments about the determinants of low earnings. Families 

receive inco;ne transfers in our samples principally .because their earnings are 

ins^ficientj the insufficiency resulting feither from earnings that are low regularly 

^ « » • 

or tl]^t are interrupted with varying frequency. Thus, we inquire as to why earnings 

are inadequate, knowing that earnings 'for the individual dre equal to the product 
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TABLE III-2 



Work-Related Characteristics and Work Experience of Male Heads of families, 

By Houtly Wage Rates and Hours Worked 

A. Wisconsin Sample 



Characteristics 



/ 

.01-2.40 
(N-206) 



Mean Wage Rates 

2.41-2. SO :.2;81'^3'.20 . 3.21-4i80 4.81+ 
(N«195) (N«i83) (N«201) (N«15) 



Pet; With Children*^ 5 

Mean Age ^ 

Pet /Unhealthy, 

Pet. Disfigured 

Pet. HS Graduates 

Pet* With Training 

Pet. Black & Span. -Surname 

Mean No. Pds. Empl. 
' pean Hrs. Worked 
^^Mean Erly.Wage Rate 

Mean Earnings 

Mean Std.Dev. Earnings 

Pet. With 3+(2+)JoJ)s 



Characteristics 
Pet. With Children 



74 


81 


79 


83 


,73 


Jo 


jD 




35 


35 . 


30 


Dh 


51 


48 


40. 


ID 


91 
ZX 


26 


27 


27 




9A 
Z*t 


28 


24 


53 


54 


61 


57 


. 59 


20 


Q 
O 


1 n 




11 


9 


27 . / 


JX. J 




34.2 


24.1 


731 


1015 


1197 


1447 


1658 


^308 


364 


406 


468 


886 


32 


28 


22 


13 


33 






Mean Hours 


- 

Worked 






1-20 • 


21-30 


31-40 


41+ ' 




(N-155) 


(N-118) 


(N-324) 


(N-187) 




79 


78 


78 


82 




35 


36 


38 


37 




65 , 


62 


5.0 


39 ^ 




19 


17 


24 


27 ■ 




26- 


25 


22 


28 




65 


54 


. 59 


45 




4 


9- 


11 


: 12 




2.65 


2.9S 


2.9*2 


2. -89 




"618 


933 


1212 


1438 




467 • 


562 . 


339 


325 


9 


30 


29 


20 


15 



^5^ 



'^-^Idean Agfe 
, Pet. Unhealthy 

Pet. Disfigured 

Pet. HS Graduates 

Pet. With Training 

Pet. Black & Span. -Surname 

Mean No. Pds. EmpX. 
"^Mean Hrs. Worked 
Mea^l Hrly. Wage Rete 
M^^ Earnings i 
Mean Std.Dev. Earnings 
^ Pet. With 3+ (2+) Jobs 



\ 



4 
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'T" TABLE III-2 



continued 

r 



B* Michigan Sample 



Characteristics 



Mean Wage Rate Mean Hours Worked 

.01-1.60 1.61-2.50 2.51+ 1-1000 1001-1800 1801+ 
(N=^354) (K«377) (N«285) (N«101) ^ (N'^246) (N«669) 



Pet. With Children^ 5 
Mean Age 

Pet. Disabled ^ 

Pet. Disfigured 

Pet. HS Graduates 

Pet. With Training 

Pet. Blaek & Span. -Surname > 

Mean No. Pds. Empl. 
Mean Hrs. Worked 
Mean Hrly. Wage Rate 
Mean Earnings ^ 
Mean Std.Dev. Earnings 
Pet. With 3+(2+)Jobs 



84 


82 


'80 


85 


84 


82. 


42 


38 


37 








43 


27 


22 


64 


, 43 


22 


21 


10 


8 


41 


15 


8 


41 


56 


•65 


51 


55 


53 


14 


18 


26 


20 


20 


18 


63 


57 . 


49 


55 


58 


58 


4.3 


4.2 


4.2 


2.7 


. 4.3 


4.'4 


1981 


1964 


1864 














1. 91 


2.20 


2.06 


2278 


3895 


5940 


926 , 


3266 


4590 


793 


1082 


1664 


862 


1404 


1062 


38 


34 


"30 


1 


25 


43 



\ 



er|c. 



89 
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Notes to Table III-^ 



In each pf the "mean'Variables appearing belaw, that mean should be interpreted 
in the following way. First, the mean over time is calculated for each individual 
for the values of his wage, for example. Then, an average of these individual means 
is taken for the individuals in each group. It is these subgroup averages or means 
of individual means that appear in the table. j ' ' ' 

Definition of Variable s 

1. Mean No. Pds. Empl, ^ Biased on the .number of quarters in tfie Wisconsin data 
(years in the liichigan data) during which persons in the £roup were employed , 

at some time. - ^ , - 

I, , 

2. Mean Hrs. Worked: Individual and group, means based onjiours of work per week 
in the Wisconsin data {per year in the Michigan data) . 

3. Mean Hrly. Wage Rate: Based on the hourly market wage rate. The me§n for each 
individual is calculated, for periods in which he is present and for which a 
positive wage is available as a result of employment by dividing earnings by 
hours worked. Wage rates in both data sets are deflated by consumer price indte 

* (1967 « 100).* , ' - * , . 

4. Mean* Earnings: Based on quarterly (annual) earnings calculated over the number i 
of periods during t/hich an individual is present in his 'original home. Earnings 
are deflated by a priQe index (1967 = 100) . I ' ^ , 



5^ Mean Std. Dev. Earnings: Earnings used in this calculation are defined in the 
previous footnote. The standard deviation for each individi^al is calculated 
for earnings over the 12 quarters (5 years in the, Michigan data). Then the average of 
these is calculated for each group of individuals. vW ^ ' 

* ^ ' » 

6. Pet. With 3+(2+)Jobs: The percent of persons in the group^who had 3 or more jobs 
in the Wisconsin data (2 or more in the Michigan data-) during the course of the 
respective study periods. , ^ . , \ 

7. Mean Other Family Income: Based on mean family income for each individual, which 
is income exclusive of his own earnings and income transfers from welfare or's 
NITj is deflated by the price index; and Is calculated *pver tl^e entire 12 qtiatters 
in the Wisconsin data (5 years in the Michigan data) • ' 
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-TA-SL-EHt-I-I-^- 



Work-Related Characteristics and Work Experience of Female' Heads and Female Spouses, 
■ ' By Hourly Wage Rates- and Hours Worked. 



, A. ^Jichigan Sample 

FEMALE HEADS 



Characteristics 



Mean Wage Rates . 

.01-1.60 1.61-2.50 ^2.51+. 1-500 
(N-45£9 (N=142) (N=30) • (N=128) 



Mean Hours Worked 

501-1800 1801+' 
(N=157-) (N=157) 



Pet. With Children <^ 5 


a2 * 


70 


. 90 


' 81 


80 


Mean Age 


' 40 


37 


35 


40 


41 


, r Pet. Disabled 


39 


23 


30 


72 " 


48 


PetT Disfigured 


10 


9 


7 


22 


10 


Pet. HS Graduates 


63 


79 


. 77 


.65 


65 


Pet. With Training 


18 


22 


30 


16 


16 


Pet. Blaek & Span. -Surname ' 


73 


68 


-37 


80 


73 


Mean No. Pds. Empl. 


3.3 


3.7 


• 3.1 


2.1 


4". 3 


'ftean Hr^. Worked' 


1035 ' 


1249 


1027 






Mean Hrly.Wage Rate 








« 1.33 


■1.37 


Mean Earjiings 


1168 


2375 


2830 


235 


1373 


Mean Std. Dev. Earnings 


509- * 


970 


1559 


301 , 


854 


"Hean Other Family Ineome _ 


1817 


2179 


2327 


26^0 


1998 



•80 
V.-4-2 

33 
4 

♦66 

24 
82 

5.0 

1.44 
2692 
755, 
1072 



Characteristics 



Mean Wage Rates 
.01-1.60 1*61-2.50 2.$1+ 
(N=508) ■ (1^=150) (N»=47) 



FEMALE SPOUSES 

Mean Hours Worked 



1-500 5O1-18Q0 



1801+ 
(N^61) 



'Pet. With Children ^5 

Mean Age 

Pet^— iJisabled 

Pet. Disfigured 

Pet e HS Graduates . . * 

Pet. With Training * 

Pet. Blaek & Span. -Surname 

M^eah No. Pds. Empl. ' • 
Mean^Hrs. Worked 
Mean Hrly. Wage Rate 
Mean Earnings ^ ♦ 

Mean Std. Dev. Earnings ♦ 
Mean Other B'amily Income 



.80 




81 


• 85 


81 


85 


61 


35 




33. 




34 


,33 


38 






68 


79 


50 


51 


53 


62 




■ 49 


28 


42 


■43 • 


' 38 


2.7 




2-. 7 


« 2.5 


2.0 


3.6 


4.9 


585 


V 


607 


^ 509 
















1.37 


1.46 


'1.30 


835 


c 


1528 


2134 


557.-/ 


1562 


•2304 


'1010 




1359 


1945 


468 


963 


709 


4236 




4734 


5517 


4860 . 


4287 * 


3616 



Not6: ' ♦ , ♦ 

^ Variables ift this table are defined in the notes to ^Tables' III-l and III-2. 
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TABLE 111-^3 



continued' 



Wisconsin- Sample 



PEMALE' SPOUSES 



' Mean Wage Rate 



Mean Hours WorkeS*'' 



Characteristics' 

Pet With Children < 5 - - 67 70 ^ 

Mean Age ^ • • . 35 '33 * 

Pet. Unhealthy . 51 \ 66 

' Pet;- Disfigured — ~ 

Pet. HS Graduates 33 . 27 

Pet, With Training 5 * 15 

Pet* Black & Span/Surname 41 58 

Mean No. Pds. Empl. 5.6 4.6 
Mean Hrs. Workfed . 11.4 , 10.6 
Me^n Hrly.- Wage Rate 

Mean Earnings . 170 •. • 221 

Mean Std.Dev. Earnings 150 232 

kean Other Family Income 1232 1249 



.Oi-1,60 1.61-2.00, 2.01-2.40 2.41+ .01-3 f3.01-6 6+ 
(N-39) (N=109) (N=68) eN=59) (N»56) '(N=35) (N=184) 



69 
34 



80 V 
33 
58 

•35 32 ^ 

18 . 19 
68 53 

"6^7 ^ 7.1 
18.5' 1' 17,4. 

462 ■ '539/ 
326 385 
1288 1461 



. '73 
.33 
68 

30 
14 
46 

1.3 



B6 
29 
69 

26" 
. 20 
40 

2.7 



.68 
34 
56 

32 

63 

7.7 



.1.90- 2.tf8 .2.11 

•39 " 105 479 

107 229 - 337 

1346 1370 1277 



of hours worked and the wage rate^. Consequently, t*o:see what facto^rs are associated 
with differences in wage r^tes and hours worked, £he workers, are grouped by t^eir 
average hourly wage rates and their average hours worked in the two tables* 

Turning to the tables, an interesting peculiarity arises fof male wprkers in 
the highest wage rate categories. . In the Wisconsin data, for example, note that 
^ workers whose hourly wage rate exceeded $4.81 have fewer hours worked on the average 
than workers in the lowest Wage rate pategor^* This could suggest the existence of 
a "backward-bending labor supply curve." The standard expectation is that workers, 
will take advantage of the gre,at:€fr earnings opportunities open to them by increasing' 
their work effort in response to higher wage rates* Such behavior yields a positively 
sloped supply of labor curve. However, it also' is possible that workers reach some 

. • ' ' ' \ ' ^ 

"wage at which they decided to take ad^ntage of tlfe increased- well-being offered, 
by a'yet higher wage by actually d^^reasing their hours of work. ^If the latter is' the 
case, we observed a batkward-bendifig labor supply curve. We do not believe Jthat tliis * 
is what ^e are observing in this ^instance. Rather we ^thihk that the phenomenon being 
observed is an arp^i^ac^f the manner in which the Wisconsin and (our version of the) 
Michigan samples are constructed. To f^ll into either sample, families had^ to have 
relatively low annual incomes; High wage workers could, appear in a low income sam'ple 
only if they worked relatively few hours per year,. Thus', the high wage jworkers in »thi8 

sample constitute a group that Is. likely to be unrepresentative of all workers who 

V 

work at jsuch wage rates. What we well may be oBserving then in Table III-2 is the 
entry into the two truncated samples of only those high wage workers who experience 
substantial unempl&yment . . * 

Excluding the peculiar high wage category, we note th£t low wage rates ,are associate 
with less educatioi} and formal job training, as well as with a higher incidence of bad 
health «and disablement. Similarly, low average hours storked' over time is associated 
with 1^88 education and training, knd especially with the greater prevalence of dis-* 
abling physical' or nervous conditions. 



Workers earning low wage rates, not only suffer^ more from disadvantageous 
characteristics y but also encounter more difficulties in the labor marl^t which, 
In turn, account for their low earnings^ Looking at th6 male workers grouped by 
their ^ wage rates in Table IJI-2, note that low wage .workers are employed for. fewer 
periods and, reflecting theiir periodic unemplojrment, average fewer hours worked per 
week than do high wage workers. Moreover, job stability s^ems to be positively 
. associated with the wage rate: lowei^ wage workers experience more job changes than do 
high wage . workers . Combining" the information on hour* worked with that on job changes 
suggests that low wage workers" of ten experience unemplo3rment when changing jobs 
rather than going directly from one job to another. In sum, the data in Table III-2 
suggest that the association of low wage rates, frequent job changing, and. periodic 
unemplo3nnent together contribute to the low earnings experienced by low 'wage workers^ 
^Examining the data in Table .which group the male workers by their average 

hours of work, we note that those who work fei/er hours, like those who work at lower 
wage rates, more frequently (^experience health problems and generally have more limited 
educationSc (They have not, however, been exposed less often to formal job train^ing ) 
Const rasting those in the lowest hours worked category both in the Wisconsin and Mich- 
igan ^ata with those in all of the other hours categories, we see that^ those who 
worked relatively little (lid so at relatively low wage rates; and also worked in 
veljy few pej^iodSo Thus, very law earnings seeiiJ to result from persons with low 

■\ 

wage rates working very few hours,- l^ercause they frequently have|long stretches of 

no ^rk at all.^ * * ' / ^^.^^^ - " - ' 

* • ' / 

.Some <:aution is needed in interpreting the mean wage rate for each hours category 
,becatj8e of the dispersion in wage rates within each category. In the Wisconsin data, 
for example, 9.6 percent of those averaging 21-30 hours worked had an average market 



wagQ of over $4,40 per hour; only 2,7 and 2.3 pferdent* respectively, of those in the' ^ 
two highest hours categories had hourly wage rates exceeding $4,40, Differences 
in mean wages from one category to another provide only an imperfect measure of ' ' . 
difJerences in the distribution of wage rates withi^^each Category. 

In examining the work experience of women in ,the two sets, we concentrate our 
discussion on the Michigan datajj where information exists both on female heads of ' 
families and female spouses. We continue in the Micrtiigan dat^ to separate women ' 
who always axe female heads from those who either always^ or sometimes are female 
spouses and again inquire into the sources of low earnings. In the ^Wisconsin dat^, * 
most women were spouses for most of the period: cona^ently, female spouses and ' 
female heade were n6t sfeparated. Thus, ^s in the discussion of low .ea^iiings among men, 
we group the working women by their average hourlV wage rates and hours worked/ 

With respect to work-related characteristics, the dAta in Table III-3 indicate 
that women who receive low wage rates are likely to be black*or Spanish-surnamed and less 
highly trained and educated than are high wage workers. As with males, a distinguishing 
characteristic qf women who work fewer hours p'er year is the existence of a disabling 
physical ^or ner'&ous condition. Our crutje measure of child care responsibilities suggests 
that only apiong female spouses does the presence of young children, differentiate ^ 
women who work varying numbers of hours-. ^Ift ^* . 

As in the case of male heads, differences in mean earnings among women are associate<^ 

^ ^ ' ^ ' * , f . ^ - _ 

with >dif f erences in wage rates and hours worked. Again, ^though, it is ,not only low- . 
wage workers who work limited numbers of hours^. For female heads andjp'emkle spouses 
in .the Michigan data, the number of annual hours worked across the thrjee wage rate 
categories are, respectively: • 1035, 1249, iLnd 1027; and 585, 607, and 509/v This 
may result from the truncation of the sample by annual family income J "That is, V 

in a sample confined to low and moderate income per3ons, women earthing very high 

i . \ • . , • " • ' ^ 

Wage rates coul4 not enter tlje sample unless they work few hours; cerjtainly high^wag^^^ 
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female spouses of working maf^s could not enter the sample unless they worked few 



hours per year. * 

' ** , 

Two concluding paints in this section oii work experie^nce relate to information 
on the impact of .welfare on the work effort of females and on the composition of 
family income. , . , ' ' ' 

Shown just below are ^iggestive data on the effects of availabla income transfer 
programs pn the work effort or wgmen. These r*esult»from a division of the states 
into four groups. ■ . ' . ^ 



Average Annual Hours Worked by Heads of: ^ 



State Groupings 
-Low Guarantee-Low Ta:^ Rate 
Low Guarantfee-High Tax Rate 
High Guarantee-Low- Tax Rate 
-High Gv(^rantee-High Tax Rate 



Male-Headed Families Female-Headed Families 



■7^ 



1842 
195.4 
1537 

i 

Y151 



1063 
879 

1 

707 

598, 



Those having maximum annual benefits in ,1^67 of $2200 or less for a fam-ily of four 
with zerd nono^elfare income are called fhe **low guarantee" states » the remaining 
'states beiflg those with a "high guarantee." '.Those states with especially low 
tax/rates that result from complicated benefit formulae which are designed to. re- 
strict assistance payments to low levels are labeled "loV tax rate" states.,, vhe^eas 
the remaining jurisdictioits are considered "high tax rate" stajies. Their cross- 
classification yields fcjqr groups of available state, Velf are progra^hs,. varying , * - 
crudely in the degree to which they offer recipients incentives to wprk. Very ro'ughlyj 
we would expect work e'ffort for, a given family type to decline as we go from the 
low guarantee-low tax rate ^ates to the high 'guarantee-high tax rate states, if 
low guarantees and low tax rates ate least likely to reduce labor supply. Families 



/ si 
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which always are female headed, those predominantly affpcjied by the existing 
AFDC prog^^an for example, experience a dramatic declTtte in hours wdrked among 



the four groups of states. While in the low guarantee-low tax rate statesy^ — 

annual hours worked for feftdle heads of families was 1,063 over^he five years, 
it was- 598, or over 40 percent less, in the high guarantee-high tax rate 'States, 
Again, though, the reader should recall that this finding fails to control' for 
many factors, including labor market conditions, and should be regarded only^ as 
suggestive. . ' *^ 

' A last question in this rton-statistical analysis of the work experience and 
earnings of low income families in. the sample relates to the composition of 
family income. The data in Table III-14 indicate that. within the Wisconsin 
sample there is an inverted U-shape relationship between total non'-transf er family 
income and the proportion of it contributed by the male head. Hale heads con- ^ 
tribute little to the income of the poorest families, but, in addition, th^^ con- 
tributions of other family members are small in absolute terms. Higher' family 

* y » 

income in general comes from greater earnings of the male head% *But since the 

earnings capacities of males in our sample are limited,, the highest family' incomes 

occur when the male earnings are suf)plemented by earnings, of other family members. 

The data in part B of Table III-4 reflect the.lafrge relative contributions of 

i f.ema le earnings to family income at the extremes of family income in this sample. 



B. Welfare Experience 

Paralelling the discussion of worU experience, we begin by distinguishing 
between families who sometimes and neyer received income transfers from AFDC-UP 
(or AFDC) or NIT during the stydy periods. *Glven the tules of these transfer programs. 
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TABLE III-A . 



Average Contribution of .Male Head's Earnings and Feinale' 
JEO'^se ' s EarningiB.. tp JSon-Xrsnsf .er family T.ncomp 



_ ,« 



A. Male Heads 



Mean Non-Transfer Family Income 
(Over 12 Quarters) 

$1 - 500 
501 - 1000 . 
1001 - 1500 • 
1501 - 2000 
2001 - 2?00 
2501 - 3000 
3001 + 



Average Ratio in Income Class of Male's 
Earnings to Non-Transfer Family Income 

47 

57 • 
76 
.78 
68 

59 

48 . 



Female Spouses 



Mean' Non-Transfer Family Income 
(ftv&r 12 Quarters) 



Average Ratio in Income Class of Female's 
Earnings to Non-Transfer Family Income 



$1 - 500. 
501 - 1000 
1001 - 1500 
1501 2000 
2001 - 2500 
2501 - 3000 
3001 + 



13 

^ 9 
6 
5 
9 
10 
13 



sr. 



er|c 



98 
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z: 



we .would expect that variables measuring family size, the head's health, the presence 
of young children, and family income and its variability to affect participation 
In ther^Ticrgramg', Ag...not.ed in Chapter 1, givea^-the. jiharacterlstlcs of a population, 



the program rules themselve s obviously ipfX uence the ^xtAnt_q.f ^p aj-Jig f pa^-^ 

By separating those who sometimes from those who never received AEDC-UF 
(or AFDC) or NIT, Table III-5 allows us to investigate the impact of /the factors just 
listed. Examining first the data for the Wisconsin sample, we note ,that larger 
families, presence of young children, and ill health of the male head all are some- 
what more prevalent among those ever on AFDC-UF or NIT than those yho never receive 
welfare payments. Clearly, though, the key factor differentiating AFDC-UF (or ^AFDC) 
recipients from those never receiving pa3nnents from that program is family income 
(exclusive of welfare). The sharply lower and more highly variable incomes of 
AFDC-UF (or AFDC) families appear tp be partially attributable to tlje more frequent 
absence of male heads from their families. An interesting fadt is that the differ- 
ence in income level between NIT and non-NIT families is small compared to the 
difference between AFDC-UF and non AFDC-UF units. This results from the condition 
tt^at male heads either be absent' or totally unemployed before their families ^can 
receive AFDC-UF (or AFDC) p^3mients. 

For both male and female-headed families in the Michigan sample in, Table 111-/^ 
differences in income and family size ^d the prevalence of disabilities distinguish 
recipients from non-recipients. Here, the measure of the presence , of young children' 
'suggests ho effect. Only 20 percent of the male-headed families ever were recipients 
compared to -62 percent of those with female heads. In part this is due to the 
more limited availability and greater stringency , in requirements of AFDC-UF programs 
• compared to AFDC. However, the table shows substantially lower incomes for female- 

headed families, accounting for at least some ,o/ the difference. The effect of , program 

« i 
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TABLE 1 1 1-51 * 

Characteristics Related to the Receipt of Income Transfers, 
By Potential Transfer Program 



A, Wisconsiii Sample_f _ 
-ON-JUTDC or AFDC - UF : — 



ON NIT 







Sometimes 


Never 


Sometimes 


Never 


_t Pharacteristics 




■ (N=266) 


(N-628) 


(N=521) 


(N-63) 


Mean No. Pds. Prsnt. 


(H) 


9 


11 


10 


11 


Pet. With Children < 


5 


84 


73' 


80 


71 


Mean Family Size 




6.4 


5.8 


6.0 


5,9 


Pet. Oinhealthy (H) 




59 


48 


53 


49 


Mean (^tly. Non-Trnsf. 


Ine. 


957 


1620 


1355 


1578 


Std. Dev. Non-Trnsf. 


Ine. 


520 


525 


447 


530 



Characteristics 



B. Michigan Sample 

MALE HEADED FEMALfi-HEADED 



HEAD CHANGES 



Sometimes Never Sometimes Never Sometimes Never 
(N»166) (N»657) (N«355) (N»221) (N»112) (N«128) 



* Pet. With Children < 5 
' Mean Family Size 
Pet. With Disability (H) 
Pet. Disfigured (H) 
: Mean Annl . Non-Trnsf . Inc . 
Std. Dev. Non-Trnsf -Inc. 
Pet. of Families in Prgm: 
^'Low Guarantee-Low Tax 
Low Guarantee-High Tax 
Higla Guarantee-Low Tax 
High Guarantee-High Tax 



78 


83 


76 


85 


86 


77 


• 6 


5 


5 


3 


6 


4 


69 


36 


66 


- 42 






25 


14 


' 23 


11 


13 


11 


4341 


6097 


2002 .. 


3940 


4127 


6232 


1555 


1966 


1127 


1262 


2440 


2846 


u 




54 ' 




41 




15 




58 




37 




37 




70 




63 




.32 




70 




'63 





r 
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Nbtes to Table IlIrS 



All earnings and-Lnconfe- daW In TmesnHTT-') fhrmigh IllrS are not 
deflated -by a^-price index; ^ — — 



' Ml 



Definitions of Variables : 
f- * 

1. Mean Qtly. (or Ahnl.) Non-Transf. Inc.: This Is a mean among famllie 
In a group of mean family lncon>e: over the entire study period. It 
excludes only AEDC-UF (or AFDC) and NIT payments from family Income 
per quarter In the Wisconsin data (or per year In tteMlchlgan data). 
It Is not deflated by a price , Index. 

2. Std. Dev. Non-Tifansf. Inc.^ This is a mean among families in a group 
of the standard deviation of the non-transfer income measure just 
defined. 

3. Pet. of Families in Prgm. : The 50 states and Washington, D.C.'are 
grouped according to the level of benefits they offered a family of 
four with Eera income and according to the benefit formulae* they used 
in 1967.*' The states are listed by groups in footnote 7 to the text of 
this chapter. 
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parameters "^in welfare participation can be seen from the data on participation rates^ 



in the four groups of states. In i:he states jd.th low guarantees and low tax rates^, 

for example, 17 per-cest tie male-headed families were r^c-ip^ients of cash ~" 
assistance at some time*. In the states with high guarantees and high tax rates, 
the participation rate (over time) was 32 percent.^ In the former group of states, 
mean income among all sample families averaged ^5427 annually, while in the latter 
group of states it averaged $6509 annually, nearly $1100 more per family per year. 

Restricting attention now to reci]^lents, we co|;isider the factors associated 
with extensive dependence on such transfets. Again, variables like family size, the 
head's health^^ family income, and program parameterp all should be related to the 
degree of dependence over time on cash transfers. As noted in the introduction 
to the chapter, two measures of dependence are available: oa and off status; and a^unt 
of welfare or NIT payments per period* ^ - i 

% In Tables III-6, 7, and 8 families are grouped by their average income transfer 
payments for the purpose ,of detenmtning whether the variables Just mentioned are assoc-* 
iated with the extent of dependency. Table IXI*-6 divides the families in the Wis- 
consin data info two grpups, one containing those in the control gl^oup and the othep 

containing^ all those in the various experimental groups. Families^ in the experimental 

^ \ ' " ' ■ ' V ■ ■ : 

groups had the option of going on AFDC-UF If they preferred it to NIT. We observe 

in Table ^111-6 that families heavily dependent on AFDC-UF (or AFDC) suffer dls- 

prpportiopately from the absence of their male heads and are also somewhat larger 

than families which have slight dependence on such welfare. Fot broken families, 

apparentl^,.^ AFDC-UF probably offered a more attractive package of benefits than 

NIT, since the former ^included Food Stamps and Medicaid besides AFfiC-UF payments. 



By contrast, as seen in the Table II-7, which groups the experimental families 

\ \ 
- ^ j( > ' ' - 

within their various treatment groups by their average NIT payments, extensive 

■ " ' . ' , ' ■ ■ ■ ■ ■ ' ■ • 
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TABLE III-6 



Ext ent of pependence on* APDC-UF (or AFDC) Program, 
— B y " E xper lm eB t-ajr-€ott troi Status — ' ■ — 



(Wisconsin Study Sample) 



• 


• ' AFDC-UP Payments 
for 

Experimental Group 


AFDC-UF t'ayments 
for 

Control Group 




$1-200 
(N=55) 


$200 + 

(N=i2a) 


$1-200 
(N=28). - 


$200 +■ c 
(N=83) ' - 


;.Mean^No. Prds. Prsnt. (H) 


'11 ■' 


8 


, 10 , 


9 . 


Pet With Chndren < *\ 


91 " 


89 


64 ' 


80 

« 


Meaa family Size ..^V 


; i.i - . 


. 6i.5 






* . ; P^'rcent Unhealthy 




52 ■ 






*'Mean:'jQtly.. i^rnings. (H) .-- 


.1140 ;. 


,..7-66 - ■ 


i0t^ • 




•/"lieajx, Qtly.^. Eariilngs <Te*S) 


\ T 144 .. 




, 147. ■ ^. ' 




Mean Non-Trnsf;i Inc,^. 


■ • 1346- 


738 : 


1341 :■. 


.8.91 


jM^an Std. 0eV. qf Inci' ■ 

S '■; ' 
Ratio of Pds. Qti NIX'to - 
. ■.■■I ■ Pds. oa Both ' 


.; 608 


475 


574 ^ • : . 


527 :-.. • 


" :m ■ .. 


4-. 11 


0/2 


■'0/10 , ,^ 



Earnings and income measures in this.. table are not deflated by a price i-ndex. 
' Definition of. Variable ;. / " " . - , , * - - ^ 

■'^F^ ■: '/ ./^ 

Ratio of Pds; on NIT to Pds. on Both: This is simply the ^atio of mean number 
oi pefidds f6x which families in a group received NIT payments to the mean nuniber 
b£ periods for which families in a group received either NlT or AFDC-IJE (or APDC) 
• pa^ym^nts • • 
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TABLE III-8 _ 

Extent of Dependence on Welfare, By State Group, Family Type, 
and Amount of Annual^ Welfare Payments 



, (Michigan Sample) 



State Group, Family Type, Amount of Annual Welfare 
Low. Guar . , Low Tax - 

F. Hd. Hd. Change 

.-1000 1001+ 1-1000 1001+ 



M. 



Characteristics 



. $1-1000 loor^^?^ 



Mean Family Size 


6 


7 


• 4 


6 


5-7 


• 


Pet. With Disability** (H) 


70 


.91 


76 


56 






Pet Dlqflffnred ^H^ 


* 33 


36 


is 


20 


18 9, 




MeAn Ann! Ranrfn^G 


2359 


1456 


1362 


918 


3896 3373 






511 


■ 489 












3645 


3556 


2117 




; V ' 




oLu« uev* Pion**we±rare xnc* 


^1276 


1458 


1911 




^i.UX X/ oo 






i 


. Low Guar . , 


High Tax 




Characteristics 


' . . . M.Hd". 
1-1000 1001+ 
(N"19) (N=28) 


P. 

1-1000 
(N-25) 


Hd. 

. 1001+ - 
• (N-96) 


( 

Hd. Change 
1-1000 ,1001+ 
(N«9) (N»19) 




Mean Family .Size 
' Pet. Wltii Disability (H)* 


6 
47 


5 
82 


4 

68 


5 ■ 
63 


5 f 6 . , 




Pet. Disfigured (H) 


11 


.39 


24 


la' 


22^5-- 5 




Meaa Anny^^i Earnings (H) . 


3314 


2606 


1594 


609 


A 422 4612 


t 


Mean Annual Earnings (FS) 


709 


4'73 






.959 ^3 




Mean ?Jpn-W6ifare Inc. 


4919 " 


3806 


3129 


1745 


4748 3754 


% 


Sfid. Dey •.^Non-Welfare Inc. 


1782 


1513 


129r 


1194 


.2297 272a' 





Note 



Earnktigs and iig^me measures pre calculated as described in th^ footnotes to 
.. > Tablp and III-5, respectively}, except that here, as with, income in Table III 

,v the3|l^re not deflated by a price Index. 
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TABLE III-8 

(continued) 
(Michigan Sample) 



State Gr6upT"T?amlly^Type; oT^^^Snua" Wlfare" 

M.Hd. 



Characteristics 



$1-1000* 1001+ 



High Guar>> Low Tax 

|VHd. Hd. Change 

1-1000 1001+ 1-1000 1001+ 



Mean Family Size 


6 


5 


3 


4, 


3 


5 


Pet. With Disability (H) 


43 


• 60 


63 


77 






Pet. Disfigured (H) 


0 


30 


25 


32 


0 


24 


Mean Annual" Earnings (H) 


4177 


2482 


1877 


705 


5758 


4198 


Mean Annual Earnings (FS) 


1641 


373 






1810 


503 


Mean Non-Welfare Inc. 


6146 


3870 


3441 


1503 


9545 


3717 


Std.Dev.lJon-Welfare Inc. 


946 


1741 


1440 


940 


4802 


2544 


:1k 


V 




High Guar., High Tax 






Characteristics 


M.Hd. 
1-1000 1001+ 
" (N=15) (N=25) 


F.Hd. 

1-1000 1001+ 
(N=ll) (N=79) 


Hd. Change 
1-AlOOO 1001+ 
(N=2) (N=27) ^ 


'Mean Family Size ^ 


5 


7 


4 


4 


3 


5 


Pfet. With Disability (H) 


60 
13 


72 


\ 64 , 

i 


62 






Pet*.* Disfigured (FS) 


20 


9 


v.- 


0 


7 


Mean Annual Earnings (H) 


' 5246 


2811 


1503- 


631 


-7250 


4795 


Me^an Annual Earnings (FS) 


483' 


155 






1384 


941 


Meian Non-Welfare Inc. 


7807 


3815 


4404 


1761 


5853 


4474 


Std. Dev. Non-Welfare Inc- 


197.1 


1342 


1629 


1143 


3838 


2696 



* 'receipt of NIT seems uni;elated to the absence of the male head. or, strangely, even 

A . . , ■ '- 

to family sis^e. 



extensive recelpt^.ot_-NXX gasoaents-^pBears to be^ Juinctiony especiaTIy in ^he 



75-30, 100-50, and 125-5Q plans^ both of low and relatively stable family income. 
The low family income usually is the sum of the low earnings of the male and female 
spouse; and the stability of this low income is apparent in the low mean standard 
deviation of family non-transfer it^come. From data not shown' here, we know that 
under the most generous NIT treatments, the 73-30, 100-50, and 125-50, those who were 
most dependent on NIT payments were employed in as many periods as were the less 
dependent. At first blush, then, dependence on NIT arose both from steadily low 
earning^ as well as from employment interruptidhs. From the data in .Tables, III-6 and 
7, we may infer thab: extensive dependence on both AFDC-UF (or AFDC) and NIT is 
related to low income, which results from low earnings; but that family breakdowns 
were an additional factor related to extensive receipt of AFDC per se. 

Male-headed families with children in the Michigan sample had the option of \ 
going on AFDC-UF, AFDC or General Assistance, deipending both on the state in which 
they resided and on their health. Female-headed families with children typically 

could enter AFDC. Childless families generally are eligible for programs that aid 

8 . ^ * 

those with serious disabilities. In all three types of families greater dependence 

on cash welfare should be related to the prevalence of disabilities and disfigure- 

ments, . family size, and family income* As can be s^en from the data in Table III-8, 

all three factors are associated with extensive depend^ence. As in the Wisconsin 

sample, heavy dependence on welfare also is associated with regularly low income, 

the average standard deviation of family non-welfare income being almost uniformly 

lower for all three family type^s with lower family incomes. Data not presented 

here indicate that for the Michigan as well as for the Wisconsin samples, the corre- 

lates of welfare dependence were equally in evidence whether families were grouped 

108 
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by their average transfer payments or by tbe number of pei^ods in which they were 
on the^ ^ s g t^ ao . 

Thou gh variahlfiQ gnr^^^s th e 




he al th of the-£a mily h eady~-f ^ily olze^ an d fami-ly 



"lucdiae alTXrifluence the extent or^pendence on welfare programs, the Impact of 

variations In program parameters shines through In Tables III-6, 7, and a. Consider 

first the progranf parameters In the Wisconsin study and how, given family Incomes, they 

affect mean NIT pajnnents. Were one to determlna^the payments that a family would , . 

receive under the alternative plans If Its quarterly Income were at levels like 

those shown In Table III-7, one could compare the relative gen^^roslty of the plans. 

Take, for example, a family of four covered by the 100-50 NIT plan. Its quarterly 

guarantee In the first year of the experiment was 100 percent of the quarterly poverty 

line, which at that time was $825. Its quarterly benefits, W, are determined by the 

formula: W = 825 - .50 (Family Income). Evaluated for illustrative purposes at $800 

and then $1200 of quarterly family income, the |var^oUs plans would offer: 

Base Year Payments at Illustrative Quarterly Family Iiicome 
for a Family of Foih^: 



$800 


$1200 


173 


53 


13 


0 


379 


259- 


219 


19 


59 


0 


425 


225 


265 


0 


631 


431 



50-30 

50-50 

75-30 

75-50 

75-70 
100-50 
100-70 
125-50 

At these two levels of private income, the 75-30, 100-50, and 125-50 are the three 
most generous plans. ^ 

Now consider the fact that, with the exception of famili^s^, in the 50-30 plan, 
mean family incomes in each of the experimental groups varied only between $1271 and 
$1465. In spite of thje narrow band within which family incomes appear to lie across 
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the experimental groups, the data in Table III-7 indicate that among the families in 
the more generous pldns, there was a far greater .proportion of families who were moxe 
heaT^ily dependent on NIT p^jroents. Clearly, what determined great welfare dependence, 
measured by average NIT payments .received over time, were the guarantees and tax. rates 
of the available programs \ 

J^rogram parameters also had a substantial influence on the degree of program ' 
"switching" observed in the various treatment groups. In Table III-9, we see again 
that the total number of periods^ s^ent receiving either AFDC-UF or NIT varied among ^ 
treatment groups. But the data Uti this table also offer insight into the extent to* 
which families in each group switched between the AFDC-UF and NIT programs. Clearly, 
families in the 50-50 and 75-70 groups, , faced with relatively ungenerous NIT plans, 
availed them&elv^ more frequently of the AFDC-^UF (or AFDC) program* 

Vitli regard to the Michigan sample, tTie impact of' p^ojgrsm parameters on partici- 
patiiQli per se in cash welfare progr^s already has been noted. In .Table III-8, we can 
observe that for ,a given type of family there is a greater concentration of families 
in the high p^ymetit category in the more generous states — in spite^of the fact that 
families who received welfare in the letter states had higher incomes th^n did their 
counterparts in the less generous states. Among the male-headed families in each 
of the four groups^. o£*states, the proi)ortions. in the higher pa^rment <more dependent) 
category are* 42, 60, 74, and 63 percent, as one proceeds from the low-guarantee low 
tax rate to tfie high guarantee-high t,ax rate sta'tes. Similarly, among f emale'rheaded 
families, the figures are 52, 79, 87, and 88 percent. If welfare dependence is measured 
by the amount of welfare pa3rments received over time, then clearly program generosity 
affects dependence quite d]5;^matically — even without affecting non-welfare incomes » 
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lABLE III-9 



The Ratio of Time Spent Receiving NIT Bayments to the 
Time Spent Receiving Either NIT or AFDC-UF Payments 

\ 

50-30 50-50 . 75-30 75-50 75-70 100-50 100-70 125-50 Control" 
(N»40) (N»34) (N=»84) (N"84) (N»37r (N"61) (H^Uiy (N"309), 

Total Periods * • 

Either on AFDC-UF ' \ . 

or on NIT 9,4 6A 10.7 7.8 5.9 10,7^' 8,1 11.3 '7.7 

Percent of ' ' ' 

Transfer Time 

on NIT 76 62 85 * 83 65. 87 87 94 



Definition of Variable : 

, Percent of Transfer Time on NIT: This is calculated by taking & ratio for , 
^ each family df the number of quarters during which it received some NIT payments 
to the totaL number of quarters during which it received either some NIT or 
AFDC-UF payments.^ The percents in the second row are the averages of these 
ratios for the individual families. 
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C\ Work Experience Durtlfig Periods on Income Transfer Programs 



It is clear that most: families who receive income transfers mix their 
receipt with labor income, at least serially* In , part A of this chapter, ve noted 
that 92 percent of the male heads in the Wisconsin sample worked some time during the 
three year experiment; and 96 percent of the male heads in the Michigan sample worked 
some time during the five year study period^. Limiting attention to just those families 
who received AFDC-UF or NIT payments during the experiment, 89 percent had a male 
' head who worked some of the time. Among the Michigan sample families that ever had . 
a male head and ever received welfare payments, 90 percent had an employed male head 
at som^ time during the study. Also noted in part A is the extensive labor force 
participation over time of female heads: 77 percent of those womeji who always were 
female heads during the Michigan study worked at some time during the five yearS; while 
66 percent * of * the female heads who ever received welfare also worked at some point 
during the fiye year study. 

The focus in this part of the chapter is on the simultaneous receipt of transfers 
and earnings, and how that varies by transfer program, family type, and race. Neither 
the Wisconsin nor the Michigan data lend themselves perfectly to an analysis of this 
matter. Since a family in the Wisconsin study was recorded as being on AFDC-UF or 
NIT i£ it had a positive payment at any point during a given quarter, and as working 
if it had earnings in the last week of the quarter, we cannbt ba sure that transfers 
and ^arni|igs are received simultaneously. The problem is much more serious in the 
Michigan sample, since we have data on total payments and' total earnings only for eacft 
of the five entire years* Our attention in this section, therefore,, is directed mostly 
to a discussion of the Wisconsin data. / 

The data in Table III-IO indicate the extensive "simultaneous" receipt of transfers 
and earnings. Since only a small fraction"* of the sample ever received AFDC*-UF cfuring ^ 
any of the 12 quarterly periods (see Table II-6), only a very small fraction of all 
families in the sample could simultaneously receive both AFDC-UF payments and earnings 

• * 112 
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TABLE III-IO 



Average Percentages Over Twelve Quarters of Male Heads Working 
and Receiving AJDC-UF or NIT Payments in Same Quarter^ 
by Experimental Group 



(Wisconsin Sample) 

. Those Working and Receiving. 
NIT 



Those Working and Receiving 
AFDC-UF 



Experimental 
Groups 


As Pet. of Entire 
Group in Cell ' 


As Pet. of NIT 
Recipients in Cell 


As Pet nf Fn^^rA 

Group in Cell 


As Pet, of . 
ients In Cell 


50-30 


(N=42) 




35 


62 ' 


7 


- 31 


50-50- 


(N=52) 




10 


70 


10 


38 


75-30 


(N=85) 




61 

V 


78 


, 3 


26 


75-50 


(N»92) 




30 


64 


.4 


'33 


75-70 


(N=61) 




13 


63 


, 7 




100-50 


(N=61) 






- 71 


5 •' 




100-70 


(N=66) 




■37 , 


71 • • 


3 


















125-50 ' 


(N«125) . 




69 


>;. 80 ' 


' '4 


• 53 


Control Group (N=309) 






11 


' 46 . 



Definition of Variable; • ' . 

Each set of two columns is similar. Jn the first column and first row, for example, 
the figures are obtained by averaging over 12 quarters the ratios of those male-neads 
employed in the last week of a. particular* quarter to the total number of families 
in that experimental treatment group in' that quarter. In the second column^ the 
figures are obtained in ,a similaj^ manner, .but the denominator in each period is the 
number of families which are receiving NIT payments*. 
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from^tiielr .male* heads.,'. In column 4 of Table III-IO, we see, though that over one- 
thir4 o£ allr families 'actually receiving AFDC-UF (or AFDC) jpayments also received 
labor* jfncbpie in the •»am^ quarter. Column 2 shows twice that fraction, or nearly 
two-thirds^ of all families receiving NIT payments simultaneously received earnings. 
Since fullTj^ime workers ar^ ineligible fpr AFDC-UF and most work is full-time, 
"the f igure^ in^ column 4 probably overstate simultaneous receipt of AFDC-UF^ and earningj 
Th6 incompatibility of full-time work and receipt of AFDC-UF is brought out by 

: \ ^ , / / 

Table Illrll^ where we relate mean hours worked to periods on NlT and AFDC-UF, 
There we see that male workers were not likely to receive AFDC-UF. if, on the average 



over the course of each of the last weeks of the experimental quarters, they worked 
31 hours or more per week. The receipt of^AFDC-UF for any substantial number of 
periods v^^s veipy uncommon among Black 'and ,Spanish-surnamed full-time workers. Among 



whites and where it did occur in the two /other groups, its receipt may have ended 
befpre tfie Work began (though both occurred in the same quarter) . Still, thdugh, 



substantial numbers of workers frequentiy appear* to mix worlc and AFDC-UF. 

/ ' . ^ ■ 

We* can observe the impact of program characteristics on the simultaneous receipt 

, V 

of transfers and earnings in Table III-12. The first set of three columns compares 
the average pf mean earnings in families rctceiving NIT pa3rments" for different 

numbers of quarters. We note that such earnings do not necessarily decline with 

*^ . . if 

• I* 

the number of periods, on th^ program. Consider average quarterly earnings for the 

' . ^ / I . - 

families utider the 125-50 ^lan. The 32 families who received NIT benefits for . 

from 1 to 11 of^the. 12 periods had average earnings of $1040; whereas the 90. f amili'es . 

0 ' . ' ' ' 

who had NET l^enefits in all 12 periods had average quarterly learnings of $1071. ^ 
Table III-13 Is organized just as Table III-12 except that it presents information 
on the standard deviation of earnings. As can be .seen in its first three columns, what 
distinguishes permanent NIT ^welfare") recipients from th^qse who move on. and off 
the NIT program is not their aver^age level of earnings,' but rather their average 



' TABLE III-ll 

• Percentage Distribution of Male Heads by Tiean We^^kly Hourp Worked, 

^ , ' ' * ,by Number of Periods on AFDC-UF.or Nit, by Race 

(Wisconsin Sample) 

A. Whites 



Average Number of No. of Periods Receiving No. of Periods Receiving 

Hours Worked of - NIT ' APDC-UF 



. Male Bead 


0 


1-6 


7-11 


12 


Total 


0 


1-6 


7-11 


12 


Total 


n 


DO 




0 


15 


100 


59 


3 


19 


19 


100 


























11 


27 


100 


50 


18 


25 


7 


100 , 






























7 


25 


100 


59 


16 


14 


11 


100 * 


























5/ 


13 


10 


21 


100 


78 


10 


5 


7 


100 


























•c/. 

54 


15 


9 


23 


100 


83 


7 


3 


7 


100 


(N=102) 
































B. Black 












A 
U 


Q C 


oc 
J5 


1 A 

10 


OA 

* 20 


100 


51 


16 


OA 

29 


4 


100 


























J/ 




lo 


lo 


100 


43 


29 


o tr 

25 


'3 


100 


























Q O 
J/ 


Q O 


OQ 


14 


100 


(38 


25 • 


7 


0 


100 , 


























J? 






Qi 
oL 


100 . 


85 


13 


o 
2 


0 


1 AA ' 

100 












100 ' 














Oft 


OA 


11 




98 


0 ^ 


o 
2 


0 


1 AA 

100 


(N=55) 






* 
























C. 


Spanish-Surname 








0 




50 


14 


JJ9 


100- 


36 


14 


. 43 


7 


100 


(N=14) 






















1-20 


22 


47 


19 


13 


100 


31 


34 


28 


6 


100 


(N=32) 




• 


















21-30 


23 


18 . 


41 


18 


' 100 ^ 


55 


32 


9 


5 


100 


(N=22 






















31-40 


36 


25 


14 


24 


100 


H, 


11 ' 


4 


1 


100 


(N=91) 




















41+ ' 


40 


• 23 


13 


23 


100 


87 


1? 


0 


0 


100 


(N-30), 






















0 










r 











Note: The average of weekly hours worked is calculated for each individual ovet .the 12 
experimental quarters. 
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■t. • TABLE III-12 

Mean Quarterly Earnings Oi^er Time Of Male Heads, by Number of Peffods 
Receiving Income Tyahsfers and by Experimental Group 

(Witeconsin Sample) 





No of 


Periods 


Receiving NIT 




No. of 


Periods ReceivinR AFDC-UE 




Experimental 
Group 0 


1-11 


1 A 

12 




0 


1-11 


12 ' 




cn OA 
ju-30 

(N=42) 


979 
(2)^ 


949 
(28) 


719 
0.2) 




893 
C2'6) 


856 
(14) 


979 

(2) 




(N=S2) 


(18) 


943 
(34) 


0 

(0) 




1188 
(3.0) 


743 
(20)- 


1062 

' (2) 




(N=85) 


lol 

(1) 


939 
(42) 


1102 
(42) 




1089 
(63) 


786 
(22) 


0 

(0) 




75-50 
(N=92) 


1452 
(8) 


1089 
(71) 


538 
(13) 




1096 
(65) 


898 ■ 
\ (25) 


1113 
(2) 




75-70 
(N=61) 


1167 
(24) 


841 
(36) 


1458 
(1) 




i066 
(40) 


852 
. (19) 


440 
(2) 




100-50 , 
(N=61)' . 


1503 
(2) 


935 


928 




1002 


7QA 

(15). 


097 

(1) 




100-70 
■;(N=66) 


1355 
(5) 


1088 
(47) 


752 . 
(14) . . 




1115 
(49) 


862 
(16) 


0 

(1) 




125-50 
(N=125) 


1122 
(3) 


1040 
(32) 


1071 
(90) 




1111 
(112) 


617 

(11) , . . 


923 
(2) 




Control 
(N=309) 


973 
(309) 








1119 
(197) 


736 
(83) 


659 
(29) 




Note: 


f 
















a. 2 is the 


number 


of people in this group, i.e. 


, in the 50-30 group and 


never on 


t 



NIT* Earnings are not deflated by a price index* 



TABLE III-13 



Standard Deviation of Earnings of Male Heads, by Number* of Periods 
, Receiving Income Transfers and by Experimental Group 

v ^ . (Wisconsin Sample) 





MO » or 


Periods Receiving NIT 


No. of 


Periods Receiving AFDC-UF 


Experimental 
Group 


n 
u 


1-11 . 


12 


0 


1-11 


12 


50-30/ 


23 
(')\ 


336 
(27) 


324 
(10) 


346 
)24) 


. 310 
(13) 


23 
(2) 


50-50 


368 


4Z2 
(32) 


0 

(0) 


402 
(29) 


428 
■ (18) 


1^2 

.CP 


75-30 

/XT— 7Q^ 


355 

(1) 


374 
(39) 


368 
(39) 


385 
(58) 


332 
.(21) 


0 

(0) 


75-50 


344 

/ON 

(8). 


464 
' (66) 


297 
(11) 


416 
(61) 


477 
(22) 


400 
(2) 


75-70 
(N=58) 


391 
(24) 


; 404 
(33) 


'7 132 
(1) 


374 
(37) 


469 
(19) 


56 
■ (2) 


100-50 
(N=58) 


503 
(2) 


439 
(27) 


404 
(29) 


442 
(44) 


373 
. (13) 


292 
(1) 


100-70 
(N=63) 


406 
(4) 


422 
(46) 


354 
(13) 


389 
(47) 


- 459 
(16) * 


0 

" (0) 


125-50 
(N=120) 


289 

<3) 


417 
(29) 


353 
' (88) 


376 
(108) . 


261 
(10) 


399 
(2) 


Control 
(N=290). 


360 
(290) 


0 

(0) 


0 

. (0) 


335 
(188) 


412 

(76) 


388 
(26) 



Note: 

Earnings are not deflated by a price index. 



variability • Th^se findings hold in all of the mare generous NIT plans* JUnder 'J't^'l 
AFDC-UF, long-term receipt of benefits is associate^il- witlVva drop 'in average eairnings* 
This contrast is a simple consequ.ence 9f the high guarantees' and ^ low tax rates ±n ■ 
some of the NIT plans, coupled with* the absence of an hoiifl^test, lUce' thit in the- 
AFDC-UF program, for continued eligibility. Clearly, while tlie simultaneous receipt 
of transfers and earnings may occur with some frequency under existing programs, 
under a universal NIT program with generous guarantees and moderate tax rates it 

would be the rule. * •'.>.' 

* • ' , • ' ' 

Recalling that the Michigan data do not allow for an investigation of the in- . . 
cidence of simultaneous receipt of transfers and earnings, we examine brief ly 
Table III-14 to see how "within-year" receipt of both varied over time, as well as [X 
by family type, race, and potential AFDC program. * 

■ Parts A and B, of Tahle III-14,.compare work and welfare patterns in 1967 and 1971,/ 
the first and last years for which the Michigan Panel Study obtained, income data. . 
In 1967, 24 percent "of the families in t;he sample received some cash wel^^e^ payments. 
Of the latter, S9 . perCrent also ha^ some earnings during the year. Fiv4*years later, 
29 percent of the 'identical group of families received some welfare aldl^ In this - 
group, 44 percent had some earnings during the year. These data are consistent with 
the general impressions that welfare participation rates have risen;, and th^t worjc^Jiile 
on welfare has become only slightly more common since the implementation of the 1967 
Amendments to the Social Security Act (see Table II-l) ; 

Parts C and D of Table III-14 compare work and i^elfare pattens of white "s;nd 
non-white male-headed families, while .parts E and F make the same comparison for 
female-headed famill^es, all for 1971. The previous studies, discussed in part A 
of Chapter II, suggest -that between 40 and 50 p^iscent of. female hea^s of famill'es whicti* 
receive AFDC also work at some time during the; year. In contrast, the d^ta. iri 
Table 111-14, parts Z and F, offer an estimate closer to one-third of the group. 
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^•■i;^ t TABLE III -.14 

•Hicldence of Receipt Within One Year of Income Transfers and 
•■.Earnings., Over Time, By Faaily Tyi-'e, Race, and AFDC Program 



(Michigan Sample) 



"A. All "Families Receiving We|[f are 
; During 1967 . 



B. All Families Receiving Welfare 
During 1971 



.tonual Gash^ 
Welfare ' 
Paymfints<$) 



Percent of Families Annual Cash Percent of Families (With 
With Annual Family Earnings ($) Welfare Annual Family EamiftRsi[$) 
0 1-1000 1001-2000 2001- 4- , . P^yments($) 0 I-IQOO 1001-2000 2000+ 

fl-iooo T^T 
. (N»ioi) ' r 

1001-2000 54 
(N-137) 

2001-300*0., 58 
. (lf»100) 
3001 + 70 
(N«l28) 



IrlOO 

1001-2000. 

. (15-129) •■ 

2001-3000 

(N»94> 

3001;* 

(N-6i) 



28 




21 


s 27 


•64 : 


24 


7 


5 


71 - 


17 


6 


5 


?5 


16 


. 8 


3 



12 


14 . 


34 


21 ' 


4 


21 


19 


4 


- 19 


17 . > 


4 * 


8 



FamlliiBs ixTSasiple r . t 1621 
'Fandllea/Recetvlng^ Welfare 397 
Families With Ifeif are & learnings: 153 



All Families in Sample' :1635^ 
Families Receiving Welfare ;466 ^ 

Families With Jwelf are & Earnings: 204 



C. MalerHeaded WhjLt% Families Receiving 







--1-1000 


. 1001 + 


1-1000 




0 


50 


i:N»i2) , 


,l3..-' 






1001-^^000 




29. 


, 2? 


(N«7) s 




; 25 




2001,* 


38 


38 



D. Male^Ieaded Non-White Families 
Receivia^rW^lfare During 1971 
0 1-1000 1001 + ; 



Ji$i Ifal^-Headed, White Fiailies .in 

Sac^le \':351 
^uch Families Iteceivllflg, -Welfare :27 
Such Faiallies Receiyirig 

V and Earnings / :i5'f 



IrlOOO . 29 14 5T 
: (N«21) 

^ 1001--2000 29', 25 ^ 46 > - 
(N»24) 

^ 2001 + 48 13 ,39 

yoi'^zsy . •:' \ ^ ,^ 

'^AXI MalerHeaded Non White Families 

in Sample : 472 

:Sudh Failles ^Receiving Welfare: 68 
Such F^ilfes Receiving Welfare 

and Eflucnings 44 



E. F6fflale~Headed White" Families Receiving F. Female-Headed Non-White Families 
-Welfare Poring 1971 



0 


1-1000 


ICOl + 




80 


20 


• 0 


•1-1000 








. (N«51) 


79 


21 




•,1001-2p00 








(N»71>^ 


67 


22 


11; ;-' ^ ■ 


. 2001,+ 






(ll»130) 



Receiving Wejif^^e During 1971 
0 1-1000 ' 1001 + 



1-1000 
(N-5) , 
I001-r2000 
(N«14) 
2001 + 
(N«18) 



All Female-Headed White , Families in* 

Sample : 122 

..^ch Families Receiving Welfare : 37, 
Such Fanilles Receiving Welfare 
a" and Earnings j lO 



41 12 



,73 18 



47 
14' 
9. 



All Female-Headed Non-White Families 
[ ' in Sample ' ' , : 450 
Such 'Families Receiving Welfare ; 252 
Such Families Receiving*- Welfare 

6nd Earnings ' : 91 



Qn Jthe other hand, among fcale heads of low incone families which receiv^l welfare, 
previous data have suggested that under 50 percent receive welfare and work within 
one year, while the Michigan study sample data suggest an estimate closer to 60 
percent. The reader should note that dTata for families with different heads during 

# 

the five year stud^ are not sho^""in Table III-14; but, as a group, they combine 

«» 

welfare and labor income less connnonly than continuously male-headsd families and 

more commonly than continuously female-headed families. 

Besides indicating that the cbmbining of welfare and labor incomes is more 
frequent In mki^-headed than in female-headed and in non-white rather than white 
families* the data in .fable III- 14 also show that m^le-headed (as opposed to female- ~ 
head^^nd non-white ^ (as opposed, to white) f^il|.es have greater earnings during 
their years on welfare. Note also that perhaps two-thirds of female-headed families _ 
combining work and welfare, el£her serially or simultaneously, earn less than $i;000 
during such years. Data similar to that just discussed, , but: not presented in Table III-14 
reveal that, as one would expect, welfare participation rates are higher in the two 
groups of high benefit states than in the low benefit statesf, while the combiniijg . 
of work and^welfare is- more common in the low than in the high benefit states. ' ^ 

D. Conclusion 



. ^ As background for the later analyses of wo:^k and welfare experience in our 
two samples, this chapter. has summarized the\work and welfare data and has suggested 
explanations f or* t^ observed behavior. The jjiajor points with respect to work, wej.- 
fare, and work while on welfare .ext)eifience are tliese: ; . . - \ 

1. Overwhelmingly, male heads of families ^ti both samples work at least som€\ ^ 
of tlie time. Among men with their families, the m^jor reason foy non-part itiipat ion 
in the labor "^forcc is bad health. 'Remarkably, in •the Michigan sample, we found thit 
77 percent of those who always were female heads of families worked af qome^ time du/ing 
the five year study period. * * , - - - , 

✓ 2, From a tabular analysis, we found that low earnings ajnOng;&ale heads 
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results tyEjlcally from- the low earners working at low wage rates and experiencing 
great job instability. These men seem to experience periodic unemployment as they 
go from one job to another.' When they work, it is usually at a full-time job. 

3» Whether prople ever go on welfare depends both on their income and on 
the programs which- they face, Comparing those ever going with those never going 
on AFDC-TJF, the differences l|i family incoja^,,are great. Comparing those who 
ever received with those who niever received NIT payments, the difference in family 
income is small. Families with lower incomes are more likely to go on welfare I. 
under both AFDC-UF and NIT but the AFDC-UP ^rules require far greater drops in income 
to establish eligibility. Examination of the Michigan data also suggests the 
powerful effect of program structure on welfare participation: even though families' gc 
^®^lly have higher incomes in the more (welfare) generous states, they are much- 
more likely,*%han families in the less, generous states ever to participate in welfare. 

4. "' Like the fact of participation itself,, the extent of welfare dependence 
det>ends on family income and program structure. Family structure also affects the 
extent of dependence. A most interesting feature of the Wisconsin data is that they 
allow, tiie analyst to (examine how program parameters affect the degree of welfare 
dependence, measured by the amount of payments received over time, among families 
with the ieame ihcome. . n 

5. • The simultaneoiis receipt .of welfare and earnings varies, again, by program. 
In the Wisconsin data, "s'lmultaneous" receipt is extensive and twice as common under 
the NIT as undfef the AFDC-rfiF program. While the simultaneous receipt of transfers 

and transfers may occur with some frequency under existing programs, under a universal 
NIT program with generous guarantees and moderate tax rates it would be the rule. 
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CHAPTER III 
Footnotes 

1. We argue later that the earnings of workers can be explained by a linear model 
and thus easily are subjected to statistical analysis. However, the behavior 
of non-workers is not explained by the same linear relationship. Similarly., 
transfer payments of recipients can be explained by a linear relationship which^ 
does not hold for non-recip4.ents. 

2. The reader ought to be mindful of the fact that our discussion here relates 

to the data made available to us in the fall of 1973. The experiment generated 
other data which may be "cleaned up" and released at other times. Also, some 
data exist only for certain sub-groups of the combined sample. For example, 
monthly data on ArDC payments are available for families in the eigfht treatment 
groups, ^but not for families in the control group. Cfur discussion of income 
transfeici. experience pertains only to data available for families in all groups. 

3. Families were not allowed to receive both AFDC-UF (or AFDC) and NIT payments 
simultaneously* !*/hen they, did, in general, it was fraudulent.. Some households 
did have a member receiving Old Age Assistance or Aid to the Blind while others 
received NIT payments. 

4. Robert Hall, "Turnover in the Labor Force," Brookings Papers on Economic 
Activity , Vol. 3, 1972, Table 1, p. 16. 

5. Vera C. PerreLla, "Work Experience of the Population," Monthly Labor Review , 
Vol. 93, February 1970, Table 2, p. 57. 

6„ Data for a sixth and seventh year vjere compiled and made available to the public 
while this study was in process/ \ 

7. The groups of ,statfes are: 

LOW GUARANTEE-LOW TAX RATfi: Alaska, Arizona, Arkansas, Florida, Georgia, Indiana, 
Maine, Miss., Missouri, Nevada, New Mexico, South Carolina, Tennessee, Vermont, 
Virginia. 

L OW GUARANTEE-HIGH TAX RATE : Alabama, Colorado, D.C., Illinois, Iowa, Kentucky, 
Louisiana, Maryland, Nebraska, North Carolina, Ohio, Oklahoma, Texas, W. Virginia. 
H IGH GUARANTEE-LOW TAX RATE ; California , Delware, Washington. 

HIGH GUARANTEE-HIGH TAX RATE; Connecticut, Hawaii, ^ Idaho, Kansas, Mass. , .Michigan, 
Minnesota, Montana, Hew Hampshire, New Jersey, New York, North Dakota, South Dakota, 
Utah, Wisconsin, Wyoming. - - 

8. Recall that families whose heads were 60 or over in the first year of the Panel 
Study were eliminated from the sample. Therefore, outside of General Assistance, 
AFDC, and AFDC-UF, families in our sample should have been eligible only forbid to 
the Blind and Permanently and Totally Disabled. In effect, all welfare payments 
from any of these sources were lumped togetlier in the Michigan data. Efforts 
were made by the Michigan staff to distinguish AFDC from other welfare payments, 
but they were totally unsuccpssful. Moreover, in the first tvp years of the 
study, non-AFDC welfare payments were printed cm the Michigaa data tape, not in 
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CHAPTER III 
Footnotes 



continued 

single dollar amounts, but rather in bracketed quantities, like $1-1000, etc. 
Through a very complicated procedure, we converted these bracketed '^mounts of 
"other welfare" payments to estimates of actual 'dollar amounts; and the 
combined the latter with the dollar amount of. AFDC payments. Therefore, 
the sum of AFDC and these '"other welf are"payments in each of the five years 
is the amount of welfare to which we refer in all of our work with Michigan 
study sample families who received welfare. 

Moreover, if welfare participation rates in the low income population appear 
low in Table III-14, it is because our sample includes families wm>^ave 
been in the bottom 20 percent* of the income distribi^ion in any of th^ five 
years of the study. The poverty population, which normally compris,es the ' ' 
denominator in measures of welfare participation rates, has averaged roughly 
12 to 14 percent of the Income distribution in recejnt years. 




^ CHAPTER IV 



Earnings Patterns and Welfare Patterns: A Case History Approacti 

♦ 

Prior to presenting the statistical analyses of earnings patterns in Chapter VI 
and of 'welfare patterns in Chapter VII, this chapter offers a "case history" approach - 
to the study of work behavior and welfare experience* over time in the^Wisconsin sample* 
Because we ha'ie neither week-by-week employment histories nor, as noted, stated reason^ 
for movements in and out of the labor force, unemplojnnent , and jobs, we are not 
actually offering "case histories." We only mean to imply by use of the term that 
we have traced for each individual that part of his employment history on which we 
have information; and, then have grouped these individual histories into several types 
of "patterns." By discussing these patterns, we hope to add to the picture of work 

histories later characterized only by the mean and standard deviation of earnings. 

> 

As a complement to the later analysis of the variability in earnings through time, 
we begin by assigning the male heads of families to. one of six groups, each character- 
ized by a different -type of earnings pattern.' These are distinguished from each other 
on the basis of casual examination of plots of earnings for ^.ndividual male heads. 
Then we attempt to find individual characteristics that are associated with the ^ 
differences in e^^pjings^pattems, before examining in closer detail how work experience 
Varies among the Earnings pattern groups. Similarly with welfare experience, our pur- 
pose is to ""complement the statistical analysis of variations among families in income 
trainsfer payments by assignflig each family to one of fotir groups based on types o^ 
welfare pattern,* again distinwiished f rom^ each other by visual examination of plots, of 
NIT and AFDC-UF paymlfes. In ti^s attalysis'of welfare 4>aJ;tej:ns, we sfeek to coB?)lete 
the picture of how welfare ^xperien^fes differ among families. The chapter concludes 
with a brief discussion of the. job histories of the male heads, thus providing the reader* 
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with an understanding of the occupational and industrial mobility associated with changes., 
in earaings. ' . , 

Earnings patterns were distinguished,^afi;er plotting quarterly earnings for each " 

of the 12 e3q5srimental periods for a v^ry large fraction of the male heads in the 

,1 , ^ ' ^ 

Wisconsin sample. Six types of patterns were distinguished and then assigatnants, of 

males to the six groups were made. The patterns, the labels given to iihem, and the 

numbers of male heads assigned to the^a. are: ' '^-^ - . 



.Mean Std. Dev. of 
rEflftiings Earnings^ 



Earnings Patterns 


Number in Group 


($) 


Stable Low 


62 


144 


Unstable Low 


279 


879 


Stable High - 


150 


1232 


Unstable High 


193 


1469 


High, 1 Dip 


90 


1151 


Hlasing Data 


116 


560 



<$) 



191 
551 
140 
374 
384 
■355- 



A person had a Stable Low pattern if he never worked — non workers amounted to 50 percent 
of the 62 cases in this group — or had regularly low earnings. Thus., it turned out 
that even among the 31 workers in the Stable Ldw group mean quarte^y earnings averaged 
only $288. Males nere assigned to the Unstable Low group if they. were workers who 
had low but fluctuating earnings. As is shown above, this group had a higher mean than the 
Stable Low group but also had a much higher standard deviation of earnings on the average. 
Those assigned to the three high earnings groups are characterized by their relatively 
high mean earnings while those with., the stable and unstable high earnings patterns are " ' 
distinguisfied from each other by a significant difference in the stand^^jrd deviation of 
'their earnings. The reader should be mindful that our label "Unstable High" does notl 
imply that workers in this category necessarily were in and out of jobs. One of the more 
interesting aspects of this chapter is an examination of how the fluctuations in earnings 
arose in this category.^ Lastly, mallBS assigned to the Missing hata group largely were 
persdns who separated from their families early in the experiment. 'Nearly 40 percent 
ERXC'^s gwup left their ;^amilies between the time of selection %nd the start of the 



experiment. Nine ty-f our percent of this group was with their families for 6 or fewer 
of the 12 periods. 

Welfare, patterns were distinguished after plotting NIT and AFDC-UP payments for 
a very large fraction of the families in the study saBq)le for each of the 12 experi- 
mental periods. Four types of patterns were distinguished and then assignments of 
the* families to the four groups were made. The patterns, the labels given to them, and 
the nunbers in each group are: 

Mean Quarterly Mean Standard Deviation^ 
Transfer Payment of Transfers 
Welfare Pattern^ Nuniber in Each Group ($) ^ 

Stable Low ^ 433 70 37 

Low 1 Jump 63 190 199 

Stable High 60 694 81 

Unstable High ^ ' 334 545 260 

Once again, we can observe that our assignment by visual judgment of f^xlilies to the 
welfare patterns groups is consistent with the data on average payments and the variability 
of payments. The two low groups have lower mears than the two high groups ♦ Moreover, 
families in the two low groups differ from each other by the degree of variability in 
their transfer payments^, as do those in the two high^groups. Thus, we can proceed to 
determine the factors associated both with earnings and welfare patterns as they have 
been defined here. ^ 

The reader may want to pause, however *^to examine Figures 1-4, where the earnings . 
pattern and .other characteristics of four different male heads are plotted, each chosen 
as a t.ypical example of a diff^ent aarning pattern* Associated with the male heads' 



earnings patterns are their families ^ welfare patterns. 
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A. Work Experience and Other Characteristics of Males With Different Earnings Patterns 
1, Deino graphic Characteristics of Earnings Groups 

Table IV -1 displays the deioographlc factors assoclaf'ed with the six 
earnings patterns. Ti^e data there Indicate some dlscemable differences between the 
people who experience the various work patterns* Males In the Stable Low group , for 
example, generally are older, have slightly staaller families with fewer young children, 
. and are less educated than those who receive higher earnings. The higher Incidence 
of formal job training In this group may Indicate that th^y^were attracted by a govern- 
ment training program which does not seem to have gotten them o^t of poverty. As noted, 
a majority of the men In this group always are absent from the labor force, their absence 
apparently associated with the extensive prevalence of poor health In this group. Thus, 
the Stable Low group, can be considered the chronically poor, handicapped both by ill 
health and limited formal education, * 

While the chronically low earners are slightly older and white, those in the Missing 
Data pattern are somewhat younger and largely Black, Disproportionately, then, in this 
sample young Blacks with limited education left their families, typically at an early 
Stage of the experiment. Their families, while not as large as those in the other groups, . 
averaged 5 p^rgons at the time of their departure. * 

Among the remaining four earnings pattern groups in Table IV-1 it is more difficult 
to find distinguishing characteristics. Higji earners stay with their families sllgh^tly 
more than If^Kf earners, and also hJve somewhat larger fapmllles . Also, those in the unstable 
groups are slightly younger than those with the stable\patterps. Higher average in- 
slS^blllty in earnings in this group simply may reflect attenpts by young men to In^rove 
their position in the labor market. As will be .clear when we review the data on their 
work experience, the insufficiency of Income among the high earners which results in de-* 
pendency relates as much to their large famllljes as to their earnings levels or patterns. 
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TABLE IV-1 



Characteristics and Employment Experience of. Male Heads 

By Earnings Pattern 



(Wisconsin Sample) 



Characteristics 



(1) ' 

stable 
Low 
(N°62) 



(2) 
Unstable 

Low 
(N»279) 



-Earnings 
(3) 
Stable ■ 
High 
(K°150) 



Fattern — 

Unstable 
High 
(N°193) 



(5) 
High 
1 Dip 
(N=90) 



(6) 
Missing 
Data 



Mean No. Pds. Prsnt(H) 10.9 11.4 11.9 11.8 , 11.3 2.6 

Mean Family" Size 5.6 6.0 ; 6.4 , 6.3 ' 6.0 4.9 

Pet. With Children^ 5. 60 80 ^8 81 7? 71 

Pet. Black & Span.Surn. 47 59 55 4^ 53 78 

Mean Age (H) 41 36 38 36 39 34 

Pet. Unheal thy (H) 81 66 41 40 56 . 29 

Pet.H.S. Graduate8(H) 15 ' 18 25 31 18' 13 

Pet. With Training (H)' 29 24 , • 22 ^ 29 21 16 

Mean No.Pds.Empl. '(H) 2.0 8.8 11.9 • 11.6 11.2 . 1.8 

Mean No.Pds.NLF(H) . - 7.0 .9. 0 .1 .1 . .4 

Mean No.Pds'.Unempl. (H) 1.8 1.6 0 .1 ,4 .3 

Mean Wkly.Hrs.Wrkd. (H) 4.6 25.7 40.3 40.4 , 35.5 5.1 

Mean Hrly.Wage Rate(H) 3.69 3.79 3.75 3.87 3.75 4.12 

Mean Qtly.Earnings(H) 144 879 1232 1469' 1151 560 

Mean Std.Dev.Earnings(H) 191 551 140 374 384 354 

Pet. With 1 JoU(H) 39 35 81 63 62 • 36 

Pet .With 3+ Jobs(H) 3 40 6 18 19 15 

Mean Qtly. Earnings (S) 183 " ' 89 84 77 85 208» 

Mean Fam.Non-Trnsf .Ine. 351 276 231 212 251 197 



NOTES 

, The first eight variables listed in this table are defined in the notes to 
Table III-l. Eight of the remaining eleven variables are defined in the notes to 
Table III-2. The other three varialiles are defined hfere. 

Definitions of Variables *" 

!♦ Mean No. Pds. NLF(H): The mean ntimber. of quarters during which persons in 
group were not in thd^ laboi: force in tlie last week of £he quarter. . 

2. Mean No. Pds. Unempl. (H>: The mean number of quarters during which persons 
in the group were unemployed in the last week of the quainter 

3. Pet. With 1 Job (H)); The pereent of persons III the group who^ had 1 and 
only 1. job during the eourse of the study period. 
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:2. Worfc -gattiferast of Different Groups 

A number of questions, rezualn about work experience* Do the male heads move in and out 
af the labor force frequently? Or does instability arise from movements in and out of ,^ 

unem|>^Loyment? When employed, do the men work part-time or full-time? Are differences in 

' V _ y ' \ ' ^ 

earnings patterns associated with differences in wage rates? Clearly, differences in the 
pattern of ea;nxl9gs can arise in a number of ways, which we now seek to identify* ^ 

Beglxmlng with the Stable Low grpup again, which makes up 7 percent of tlie total group, 
we note from Table IV-1, that this pattern primarily is assofciated with extended absence 
from the labor force and sepondarily is related to the high incidence of unemplbymeat • In 
the group as a whole, 60 percent pf tlie periods in which the men were with theif families 
were spent out of.thejabor force* This absence from the labor force was concentrated, 
undoubtedly, among the 30 men who ilever worked during the three years. But while the 
men in this entire group spent three-fifths of their time opt of the labor force, another 
one-sixth .of their total time. was spent, being unemployed. They were unemployed for 40 
percent of the time during which they were in the labor force. While these men averaged 
only 4*4 hours Worked during the last weeks of each of the 12 experimental periods, they 
averaged roughly 30 hours of work when they, were employed* Thus, only a few of them were 
part-time workers when ©n-ployed. And lastly, we note in Table IV-1 that the average/ hourly 
wage rate of persons in the Stable Low group was only slightly below that for the other 
groups* Stable Low workers,;,-^then, are chronically poor either because their health keeps 
them out of the labor force or because they experience unusually excessive unemployment 
when they. are in the labor force. ' - i I 

By contrast with the Stable Low group, males in the Unstable Low group, con- 
stituting just over 30 percent of the entire sample, experienced low but highly var- 

iable earnings only secondarily becauie of excessive aljsence from the labor force. Their 

' ' , , * * " «* ' • 

primary problem was high unemployment, amounting to a, substantial 14 percent of the periods 

ft*.' 

•during which 1*ey were with their families. Absence f:?om the labor force equaled 8 percent^ 
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^of tlifir periods at home* Again ^in fchls group, work largely was full-time when It 
I existed, averaging 33 hours per week of work* What is especially noteworthy is that* 

t - • • . . 

40 percent .of the males in this group ha'd 3 .or more jobs,, in a 36, month stretch; 
• # 

This large degree of job turnover occurred when the ayfer^ige length of a job for 

; V ' • * 4 i 

persons in the national labor force at that time was ^Oughly 27 .months. So^we^, 

liave a second variety of work experience, one "in^^olving periodic unemployment and .. 

very frequent job changes*. These workers do not see^n to return to their initial jobs 

when they become unemployed, ^^us, the Utistable Low group may seem,, at first glance^ 

to contain the types of person who work's in the "secondary labot market." But n ote 

that their average wage when working is about at the average for the entire sample. 

Their problem appears to be employment instability, not necessarily low wage rates. 

Now we may consider the three high earnings pattern groups together. Any one 

of them constitutes a sizable part of the sample; all told, they form .nearly half M ^ 

the sample* In all three high earnings pattern. groups, there was little absenCTe from . 



the labor force. In two of, the three, unemplo3mient of the head was virtually non- 
existent for periods which be was with his family, which typically was nearly the 
efotire time' of the experiment. Only in* the High, 1 Dip group did unemplo3rment rise 
lib 3 percent of the periods* Quarterly^ earnings in these three groups basically 
were high because of continuous attachment to the labor force and because of full-time 
work. Most probably, the instability in the Unstable High group resulted from changes 
in the amount of overtime and moonlighting work, as well as from fairly frequent 
changes in jobs. 



The bigh degree^ of ^regular work effort in twp of thd^Jphreq high earnings patt erns 

* * , ** • , ♦ 

groups mer'its further exploration, especially to see whether there ate other explanations 

for the instability in the Unstable High group. In that group, 57 percent of the 193 

men averaged 41 hours or more of work per week during the three year study period . 

(In the Stable High grpup^.37 percent of the men worked so much so regularly.) . 
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.Thus^. tb^e Unstable High group contained the greatest proportion of excessive or 

"overeoployed" workers. FroQi this we Infer t;hat soxe of the variability In earnings 

in the Ux^Vable High group results from the oen working more or less overtlne or 
- . * ' • 

from' moving In and out of the moonlighting jobs. 

It' is of great interest to note that one-flfth of the men in all six earnings 
pattern^ groups coablned averaged 41 hours or more of work during the experiment. In 
contrast to the small {[roup of males who spend ail of their time out of the labar force i 
there Is f large group that spends all of Its time worklng^l^ry ^hard . This group is. 
young, relatively healthy, and relatively well educated. Their mkan wage on the average 
is at the same level as the mean for other workers averaging fewer hoUrs, Aleo^ as a 
group they exhibit a markedly higher degree of attachment to their jobs — although the 
over employed just in the Unstable High group do exhibit a somewhat smaller degree 
of Job attachment. 

3. . Earnings Patterns and Welfare Experience . 

Lajsl^ly, we may -.examine the relationship between earnin|s patterns and 

welfare exp^^^ce. Table IV-2 contains the data on welfare experience for the men 

grouped by tlieir earnings patteriis. What is clear is that although the families of men 

in the low .earnings patterns gricfups collect NIT payments more often and in higher amounts 

^. . T ' ^ " , 

than the 'famllies,»of men in the high earnings patterns groups, the big difference between 

the high and low earnings . groups in w<|Jb£are experience emerges ln\the AFDC-UF (or AFDC) 

' ^* ' 

programs. It .is only the non-workers^ or the fully unemployed' who' can get either AFDC-UF 

(or AFDC). Full unemployment being uncommon^ liif any of the three high earnings groups, 

"receipt of AFDC-lfF (or AFDC) in those categories .is relatively rare. When we examine 

the propQirtions of. men in each earnings pattern group that fall into the various welfare 

pattern groups, we note that roughly tw-thirds of all the high earners are in the Stable 

tow welfare pattern group, whereas roughly two- thirds of the low earners are heavily 

dependent on welfare, regularly or irregularly. 
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" TABLE IV-2 

Welfare Experience and Welfare Pattferns af Families af Male Heads ^ 

by Earnings Pattern 

(Wisconsin Sample) 

Earnings Pattern 





Stable 


Unatabrie 


Stable 


Unstable 


High 


^Missing 




Low 


Low 


High 


High 


1 Dip 


Data 




(U-62) 


(N-279) 


(N-150) 


(N-193) 


(N"90) 


(N-116) 


Mean No,' Pds. on NIT 


5.5 


5.2 


4.6 


4.3 . 


4.3 


3.7 


Mean No, Pds, on AFDC-UF 3,7 


2.2 ^ 


1.0 


.8 ■ 


1.2 




Mean NIT Payment 


420 


255 


231 


180 " 


200 


144 


Heaii AFDC-UF Payment 


' 299 


172 


• 53 


50 


JO 


' 360" . 














Std. Dev. To tail Trnsf . 


162 


190 


65 


74 


95 , 


210 


Welfare Patterns 














Column Totals 


100 


100 


10b 


100 


100 


100 '. 


Pet. Stable Low 


' 24 


36 


66 


67 . 


64 


28 


Pet, Low, 1 Jump 


5 . 


9 


4 


5 




9 


Pet. Stable High 


. 18 


3 


16 . 


5 


6 ' 


10 


Pet. Unstable High 


53 .- 


52 


20 ■ 


23 


20 








4 


NOTES 









Definition of Variables* * • 

1. ' «?Mean No, Pds. on NIT (AFDp-UP or AFDC); This is the mean for the group of the 

number of quarters during the experiment in which the families of tl^e' jpale, heads^. 

received Isome NIT (or AlFDC-UF or AFDC) payment,*' 

/ . * ■ ' , 

2. Mean NIT, (AFDC~UF or AFDC) Payment: This is the mean for ,the group of the average 
NIT (AFDC-UF pr AFDC) payment received by each family over the 12 quarters, includinjg 

^' .the quarters in which each received no NIT (AFDCr-UF.or AFDC) payment.. 

3. Std. I)^v» Total Trnsf.: This is the mean for the grouR of. ..the. standard deviation 
^ar e^ch family of the quarterly sums of ^IIT and AFDC-liP or i^C p^^ymehts, including 

, periods^ in, which each received neither NIT nor AFDC payments; In oth^t words, for 
each family a standar.d-4eyiation was cajcyl^ted for its |:welve quarterly transfer 
amounts. Then, a mean of those individual standard deviations, was computed for 
each earnings pattern group. The mean standard deviation appears in thjB table. 



• B.. W^ilfare Experience and Other Characteristics of Families with pifferettt . 

Welfare Patterns ^ - / ' ' • 

: ^— — ^ ■ 

'J ' , ' * 

The^data in Table IV-3 reflect the characteristics of families anS the wdrk 

' \ ' - \ ' " 

experience of their male heads when present in tfieir original family units^ As between. 

• « * * ^ 

'the two groups receiving low and the two receiving high average welfare paypaentf., we "can 
•observe a difference in average family size and in the presence^ of young >childrga^ Hu^ 
heavily dependent havq large families and more fr'equentlyhave young children. In^on7* 



trast to the tabular analysis^ in Chapter III, Table IV-i sl^ows no relationship between 
ab'sence of the male head and the welfare pattern of his family.* \0f course, we have . 
not distinguished between AFDC and NIT payments in this chapte?, while In Chapter III,, 
we noted th'at families more heavily dependent on AFDC were more likely tof be without 
their male heads; the degre^ of dependence on NIT was not associated with the presence 
of the male head. While family site and the presence of young children distii^guish 

♦ ♦ 

tlie less from the more dependent, bad health clearly seems to associated with the . 

' atabillty of welfare dependence within both the less an4 more dependent welfare pattern 
groups. A. family may have. loW income relative to its family , size and composition, but, 
a stretch of poor health may precipitate a change in the degree of dependence by.in*- 
terrupting the income flow that obtains. Bad health thus lead^ to unstably welfare 

.patterns. . , ' ^ ^„ ^ 

The interruption of income — sometimes resulting from bad health and sometimes from 

% 

unemployment — which leads to a sudden increase iii the degree of welfare dependence is 
reflected by the data pn employment experience associated with the four welfare patterns 
in Table IV-*3. Both for those who receive low payments .and lor thqjse receiving high 
payments, those with unstable welfare histories have fewer ^periods of employment than 
those with stable welfare histories. Data not in Table IV-3 indicate that .the periodef ♦ 
of non-employment in each o^ the welfare pattern groups is split evenly between periods 
of unemployment and periods of non-participation iii the' labor f orce^ ^ It is also the case 
that, when they are employed, the men in all four columns work an average number of hours 
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.TABLfi IV-3 



Characteristics, Employment, and Welfare Experience' of Male Heads, 
^ By Welfare Pattern 

^ ' (Wisconsin Sample) 

— ' ~-~^-~—r— -Welfare' Patterns- 

^ ; (1) (2) (3) 

Stable Low >Low, 1 Jump -Stable High 
; (N»433) (N«63) ^ - (N«60) 



(4) 

Unstable High 
(N«334) 



Mean No. Pds. Prsnt, (H) 


11 


.10>- 


. * 10 . 


10 


Mean Family. Size 


.5.6 


5.8 


6.8 


6.4 




71 
/I 


OO 


O / 




' Pct.iUnfiealthy (H) ' 


42 


56 


48 


64 


Mean No. Pds. Empl. (H) 


10.1 


8.6 


.7.9 


7.3 


Mean Wkly. Hrs. Worked (H) 


■ 33 


28 


25 


22 


" Mean <}tly. Earnings (H) 


1326 


1241 


952 


902 


Std. Dev. Earnings (H) 


• 353 


464 ' 


245 


422 


Pet. With 3 + Jobs (H) • 




27 


8 


27 


• Mean Qtly. Earnings (?S) 


152 


153 


62 


92 


' Mean Non-Trnsf ; Family Inc. 


168'8 


1530 


1079 


1084 


Std. Dev. Non-Trans£. Inc. 


504 


627 


333 


557 


Mean No. Pds. on NIT 


2.9 


3.6 


8.7 


6.4 


> Mean No: Pds. on AFDC-UF 




1.6 


2.9 


4.0 


Measg^ NIT Payment ' 


75 


. 113 


583 


318 


•^^Mean AFDC-UF Payment 


30 


122 • - 


" 217 


. 300 


^ 'Std. D^v. -Total Transfer 


37 


199 


81 


260 






* 

NOTES 


4 





Definition .of Variables : - , r 

, 1. Mean Non-Trnsf . Family Inc.: This Is the mean ^dr 'the group of each family's 
averaged (undef lated)- quarterly Income, excluding Its NIT and AFDC-UF payments 
^4>ut jpnclildlng all other components of cash ^ncome like earnings ^nd UI benefits* 

2. Std. Dev. Non-Trnsf. Inc.: This Is the mean for the grpup^rof the standard 
, / . deviation for each family of the Income measure defined ^In (1)' above. ^, . 
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equal to full-tiaie Work, so that the instability in earnlng^^ observed among both the 
le'88 and more heavily welfare dependent seems to reflect movement in and out of 
eiaployment as opposed to movements, between^ par t*-tlm^ and full*-t±Qe employment. The 

heavily depehdent have lower incomes than the^less " heavily^'dependent, but vithin. 

' » ■ • * . • -' 

each of the^e groups we can see that f luctuation^ in welfare payments are related, to 

fluctuations in th6 male heads' earnings and, thus, in family inqon^. Those with 

. * - ' / 

fluctuating transfer payments also change jobs more frequently than thoae^with stable 
transfer payments. Further, wfail^ Eemale spduses seem tg work more in this sample> 
as in general, when their, husband J s earnings are low,,_theye is only suggestive evidence 
that they work more t^offset the fluctuations in their husband's earnings. At low 
ieVctLs of welfare dependency, the mean earnings o£ female spouses are equal for those' 
with more or less stable earnings of the male head* At high level^ of dependency, 
female spouses do seem to compensate for* fluctuations in their husbands ^ earnings by 
tiorking more. , . r . 

Trom the data on welfare experience .by welfiaire pattern groups in Table IV-«3, we can 
see that, our welfare pattern groups do pick up differences in the level of NIT and 
AFDC-UF payments, as well as differences in their variability. Note that the more . 
highly dependent families not only have lower incomes tl}^n the less dependent, but^that 
those with more unstable patterns have, on the average, a larger standard deviation of 

transfer payments over time. y . ' - 

-/ ' . • 

Th^ Impact of program parameters on welfare experience' can be seen in data nob 
presented in our tables. While only 56 percent of the families in the two low payment 
welfare pattern groups are eligible for NIT payments, 78 percent of the families in the 
two high payment welfare pattern groups are in the experimental groups. Allowing for 
, sp;m€f, negative JUnpact .of . guarantees and . tax rates on work effoi^t, this heavier concentration 
, q4 NIT-eiigible families in the more dependent, pattern groups is strongly suggestive of 

the impoirtancife of prpgram parameters -- guarantees, tax rates, and eligibility rules -^-^ in 
' / .detiftrsi^icg yeifj^r^ patterns, even "here behavior is uninfluenced by the program. 

^^'--:<y'^-<-. -- - -139 ' ' - : ' . ' ' ' 
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Occupational and Industrial Changes Associated With. Work Patterxte' 
Though the variability of earnings results frbm factors In addition to job 
changes, here wa ;lnqulre briefly Into how job changing varied by occupation and.^in- o 
dustry to provide an additional insight ^nto these jpotential sources of the vjiriability . 
^ .of earnings through timeV * " - 

Job changed are ^defined in the Wisconsin data as changes in employers* If a person 
is temporarily out of work and returns to the same employer upon re-employment, there 
is no j 06 change • If a person goes from one employer to a second and then returns to 
his initial employer, he is credited with two job changes. So job changes, as defined 
in this data set, have nothing to do with intra-firm urobilicy, but do reflect inter- * 
firm movement of workers in the labor market, 

T^ble IV-4 indicates how the amount of job changing varies wth occupation. Table IV-5 
by Indus try ♦ The - nu m be r of jobs held is asVociated for each worker with liis first 
known occupation and industry. Since the sample contained only 894 workers, we collapsed 
data from the 3 digit U,S« Census Bureau occupational and industrial codes into nine 
occupational and seven industrial groupings, (In Tables IV-4 through Table IV-7, 
"unknowns" and "others" largely denote perjLods of nori-employmetit.) In fact, under the * 
original 3 digit codes, a very large proportion of workers were placed by the Wisconsin 
staff in the "not elsewhere classified? categories within broad classlf ications like op- 
eratives** Thus a finer breakdown by^ occupations and industries woul.d hardly have been 
more ixiformatlve than the o;i*e used. 

In Tables IV-4 and Table. IV-S^ no indication of an association between j6b changes 
and occupation or industry is. apparent^ Most of the male heaSs originally were in four 
occupational categories,, craf tsm^n^ '.operatives^ services workers, and laborers. 

In each of these, four groupings, roughly two-fifths of the workers changed jobs one 
.or more times during the three. year experiment, while roughly one-fourth of the workier's 
In each of the four categories changed jobs two or niqre times. Workers changing jobs 
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Percentage Distribution of Male Heads By N^aber of Jobs 
Held During Experiment "and By Occupation 



(Wisconsin Sample)/^ 



-Numbet^of Jobs geld?~~r*«* ^ " " ^-r~'% 



Occupation 


' (1) 
None 
(K«89) 


(2) 
One 
(N-462> 


(3) ' 
Two 


(4). , 
Tbree^r More.:' 
. ■:?N-195> - • 


' (5) 
Total Iri Row 
'■■ (N-894) 


Professioxial, Technical 
Axul Kindred l^rkers 


0 


57 


29 . : 


M. 

.J? . 

31 ^ 


'lOOX 


(N-7.). 


Managers \ * ^ 


^5 


- 39 


15 




(N-13) ; 


Cirfrlflai And* Kindred 
Workers 


5 


54 

t 


7 ' 


•16 


lOOjS 


(N-43) 


SaIaa WorlcaiTfi 


0 


-100 


* 0 


■ 0 " . 


lOOZ 


Cn-3) 


Craf traen^ For^Mn^ 
And; Kiiidred' Workers 


6 


* ♦ 

51 


.18 


:' ' '.24 V 


looz 


(N-115> 


Operatives and Kindred 
Workers' 


2 . 


♦ 

57 .' 


20 


i . . 22 

♦ 


100% 


(N-^05) 


Service Workers,, 
liiduding Household 


2 


55 ■ 

* 


18 


.25 


low 


(N-91) 


Laborers^', Farm and 
Non^-'Farm , 


2' 


-57 


14 


"■• 25 


100% 


(N-139) 


Unknown * 


83 . . 


,12 . 


3 


3 


.lOOZ 


(N-78) ■ 








NOTES ■ 




* 
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bef initiofi of Variables: - . 

1; Professional, Technical, and Kindred Workers; In the 3 digit occupational code of 
, the US Bureau of the Census, this group includes those.coded 001 through 195. 

2. Managers: This grbup includes^, persons with codes '200-i95> 

3. Clerical and Kindred Workers: .Persons with dodes:, 5,01-375. 
Sales Workers: Persons vith codes 380-i3'95. ' / 

.5^. Craf tsmen^ Foremen,^ and Kindred Workers.* Persons with codes 401-495. 

6. Operatives an^ JCindred Workers:' Persons with codes 801-895. 

%. Service Workers, Including Household: ' Persons with codes 801-895 •* . 

v. ilaborers^ Faifm aM Non-Farm:, ^eXsons with codes 901-994. 

unknown? Fersoiw with codeat .996 Vo 999, as well as persons who were assigned no 
, ' positive .code on ... ' . 



TABLE IVrS 

Number .Male Heads By^Number of Jobs Held 
During Expeximent. and industry 



. - (llJisconslii 'Sample^ . 

-Ndnb^er of Mobs Held-- — 4 



Industry 



(1)' 

None 
(N-36) 


(2) 
(N-462) 


(3) 
Twd 

(N-147) 


(4) 

•Three or MprS 
•(N-194) ' 


' A5) 
Total in RoW- 
(N-839) 


12 


. 46 


10 


; 32 . 


16OZ 


(N-29) ' 






Li 


19 


lOOZ 


(N-162) 


1 


... 54 


20 


25 , 


lOOZ- 


(N-184) 


a 7 


51 


12 


30 

• 


1002, 


(N-59) 


4 


56 


17 


'23 


lOOZ 


(N-94) 


8 


51 


19 


- 21 


iooz 


(N-127) 


0 


, 75 . 


25 


0- 


lOOZ > 


(N-238> 






NOTES 









Construction 

Manufacturing 9 Durables 

Manufacturing, Nondurables 

Traii^portation, Communicati 
and Utilities 

Wholesale and Retail Trade 

Services, Priv^ate and Govt. 

Others ' 

Definitions of Variables ; 

1. Constructions In the 3 digit industry codes of the US Bureau of the Census, this 
group includes those with codes 190-199. . 

2. Manufacturing, Durables? This group includes persons coded 206-29&. 

3. Manufacturing', Nondurables:" Persons coded 306-459. 



4. TradLsportation, Coqnnunication, and Utilities: Persons eo^ed-506-579^ 
.5. Wholesale and Retail Trade: persons coded 606-696. v ^ 

6. Services^ Private and Govt; Persons coded ^06-936.- ' • 

7. Others: Persons coded 996-999, persons assigned no positive cdde on the data 
tape, and persons not falling within the first six- groupings. 
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two times in a three year period would average only twelve months on each of three jobs. 
If they experienced no gap in employment between jobs* Although the proportions having 
two or more jobs were similar among industries, the proportions holding three or more 
, jqbs were higher in construction and transportation. 

When changing employers/ the men in this sample frequently also changed occupations 
and industries • The data in Tables 17-6 and IV-7 are intended to indicate the occupational 
am industrial mobility of the workers in this sample over the relatively short period 
of three years. Prom the data in Table IV-4 (or IV-5), we. know that two-fifths of all 
the men had two or more jobs during the experiment. Tables IV-6 <and IV-7) show where 
the part of th^ sample that changed jobs went when they took their subsequent jobs. The 
numbers in the dells of these twp tables represent the number of job changers from a 
given original occupation (or industry) who at some time during the three year^ worked 
in any particular subsequent occupation (or industry), i«e«, excluding the first one in 
which they worked. Thus, the table does not contain information on those who never changed 
jobs. Also, men changing jobs may have entered the same or a different occupation. after 
their first job. - 

Looking first at Table IV-6, note that there is substantial inter-occupational 
mbyement in the four categories in which most of the men originally are located. Al- 
though it is hard to combine thes£ data^ it seems to be the case that workers initially 

in the^laborers category do the most moving, ususally upwards to the operatives category. 

\ 

Excluding the unknown category, only 45 percent of the subsequent jobs taken by laborers 
who do change fit into the laborers category; 34 percent are in the operatives category. 
Operatives and service workers are less likely to enter new occupations when they change 
jobs, and neither enter any other occupational category as fequently as laborers enter 
that of operatives. While operatives and craftsmen do change occupational categories 
with some frequency, there is no obvious evidence in these data that persons in either 
group engage In marked upward movement in the labor market. 
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Comparing the data In Table IV-7 with that In IV-6, we see that Industrial Identifi- 
cation or attachment, as might be expected, Is somewhat less prevalent than occupational 
attachment as these men mov.e through the labor market* V{hereas 44 percent of job changes 
(Into a known occupational* group) result In changes In occupational category, 47 percent 

of all changes (Into a known Industry group) result in changes In Industry category. The 

< 

job changers In each original industry category show a marked tendency to move widely 
among industries as they change ^obs. . ' 

In sum, these data on the incidence of job changing and on occupaftional and industrial 
changes associated with job changes reflect limited attachment among ty/o-fifths of the 
workers to their jobs. Among the latter, there are many workers who also have limited 
attachments to their occupations and industries. Such lack of attachment, if sustained 
over longer periods, should leaci periodically to income interruptions and at least 
occasional dependence en income transfers. Income interruptions would be more likely 
for such workers if their job search procedures are complicated by a lack of occupational 
and industrial attachment. 

D« Conclusion ' 



r 



Our analysis of employment and welfare histbries by a "case history" approach 
has yielded Insights not provided by the statistical analysis that follows iri Chapter VI. 

1. Within the Wisconsin sample of male' heads of families, several distinct 
earnings pattterns have been distinguished. The men first may be divided into "regular" 
and "irregular"workers, constituting, respectively, 39 percent and 48 percent of the 
total sample (which also includes the 13 percent who make up the Missing Data cases) . 
Regular workers further are subdivided into thojse with Stable High and Unstable High 
earning^, respectively representing 17 percent and 22 percent of the total sample. 
Within both of these groups, observed unemployment or absence from the labor fcnrce Is 
negligible. There may be some short-term unemployment that WjB cannot detect because 
our data cover only the last week in each of 12 quarters. Instability in earnings 
in the second of the two groups must derive from fluctuations in moonlighting and ^ ^ 
0— rtlme work. We deduce from the very low unemployment and overall regularity of earning 
m^tach we observe that if unemployment strikes, these men try to return quickly to work. 
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^ TABLE iIV-7 



Numbers of Male Heads (Who Changed Jobs)' Moving Between Original 
and Subse^ueh^ TMustry, by Industry * ^ 

* A >(Wiscoasin Sample)- 



Subsequent Indus try-r-r — — 



Ordginal Indu6trv 



(1) . . ^ ; . 

• M% • , ^ Trns • [ wid le- Services , 

Con-: • No^. * Cbma. sale & Private 

'.8 true- -^Wl^ • Dur- \ and Retail and 

tion aPjfes ables Util> Trade Govt. 



Others 



Construction ^ 19 4 

. (N»21) 

. Manufacturing, Durables '5 62 

, (N-71) 

Wanufacturlng, Nondurables 3 17 

. (N-99) 

Transportation, Communication 4 2 
and Utilities • 
(N-34) ' 

Wholesale, and Retail Trade 5^ 5 

(N-44) 

Services, Private and Govt. 7 12 

(N-71) ■ , 

Others, Including Unknown 0 1 

(N-1) 



22 



90 



: 13 



.5 ,2.5 

8 . 14 15 
10, 14 17 
34 . 2 

♦ 

9 . 40 8 
12 • ' 17 , 59 

0. • 6 . 0 



i5 
51 
69 

.26 , 

* 

35' 

t 

■2 



HOTfi: ' 



■ .V 



The tiuinj)era in each dell indicate the numbfer of wot^cers in an original industry ■ ".^ - 
who ^nt^ired ai ffarticular industfy ,^qr at le4sfc. 1 period upoh -changing >bs. For ^ixampie, • i 
the 4 in the firpt r<w, 866onf co/lumo indicates that , 4 men ^wHo :wer6 In construction- in ' , ; 
their, first .1<5bs ent^re^ 4:, durable; manufacturing, sector jot* Jor at leas't one perioiJ^aMer ,• 
they. left the^r first JbMt"'' - * ^^^..-V. 

■. v.-'y , „ -f^^'.- 
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irregular workers may be subdivided further into those with Stable Low, Unstable Low, 
and High-1 Dip earnings patterns. Th^y constitute, respectively, 7. percent, 31 percent, 
and Id percent df the total sample,^ P^sons in the Stable Low work very little, often, 
as a consequence of poqr health. What, is most interesting about,- the earnings patter:ns 
of the latter two gi;oups is that whfere tt^aks ^in employment arise,^ we ca» observe fronP. 
the plottings pf individual earning? ,that re-toplpypent is^ound to result, in the over-* 
. whelming propottion -of cases* By and large, then, among ^irregular and, regular wpr4;ers, 
attachment to the labor forcer is the rule — even in tjhe presence of generous welfare 
programs • " - 

2» One-fifth of the men in the entire sample worked very hard, averaging 41 ov more hours 
of work per week during the experiment*' Or those with Unstable High earnings, 57 percent 
averaged 41 or more hours o£ work per week over a three year period* 

3* Not surprisingly, those with low earnings generally were more dependent on welfare 
than those with high . earnings • Besides earnings, though, program structure also affected 
welfare patterns: those who were eligible for more generous welfare benefits were mote 
i'r!^.djfe'pendent on welfare. ' * ' * 

,^ 4« .Try;Lng. to detect an affAct of occupation or industry on earnings patterns, we examined 

^•'tiVAKv-^oA- ^ ^ ■ . ■ \' ■ ■ ■ - ■ 

, ^ jtne.,a|i'i$ocl,a.t4on between the fi^equency of job changes and those two variables^. No in- 
*^ ^. 4^ical:lon of an association. between job changes, deJEined as, changes 'in employers, and 
.b^cupatiofe,:p^^^^^ in our data* , • 

5.* ^Tb'e'ci^^. pn jW changes ^suggest a seemingly low degree of occupational and inddstrial^ 
, attalchtaent among ttie worker^ ih thl3 sample* Among those — roughly 40 percent of the 
'. .seaagXk — WhQ eiv^r. ch^nge^ ooiployers during the, experiment, 44 percent of all job changes 
./^^^yesulted lijt'd^ianges in. <>ccupatio^ category and 47 percent of all j.ob changes resulted 




■ CHAPTER IV 
FOOTNOTES 



1. Recall that our earnings data a<;tually .are for the last week in' each quarter* 
Quarterly earnings simply are weekly earnings multiplied by 13* ~Also, In the 
discudsion of. earnings patterns we use earnings 4efleted by the consumer price 
index (1967 • 100). ■ ' ' ' 

J 

2. The numbers of persons for whom the standard deviations could be computed were 
smaller than those for whom patterns were determined because of missing infot;ma 
tion» The cell sizes for the standard deviations were, respectively: 39, 150, 
90, 278, 193, 80 and 10. . 

3« Recall th^t our transfer payments data, unlike the earnings data, actually 

are quarterly amounts* In the discussion of welfare patterns, they are not ^ 
deflated. ' • ^ 

4. Robert E, Hall,. "Why Is the Unemployment Rate So High at Full Employment?" 
Brookings Papers on Economic Activity , No. 3, 1970, p. 390. ^ 



- hs - 



CHAPTER V . 
A Model of Earnings 

. In the rexnalntng chapters^ we want to delve more de^ply>lnta the interactions 
between Income and transfer payments and into the full range of other variables 
affecting these two qilantltles. Since a httmber of variables operate on Income and 
transfers simultaneously^ statistical techniques are required to Isolate the separate 



affects of the exapl^inatory variables. In order to formulate statistical tests, we must* 

formulate nj^thleses reflecting both the nature of transfer programs and the likely 
behavioral response of recipients. In this chapter, ,we will formulate our earnings 
model while in the next we will present our statistical tests on earnings. Investi- 
gatiozis of transfer payments are presented in Chapter TTII. Part A of this chapter gives 
a general description of the model, Part B presents a mpre technical discussion of the 
theoretical mode|.,and Fart C discusses estimation techniques. Parts B and C may be 
.omitted by a reader anxious to/^ee the empirical results. 

^ A. General Description of the Model 

In order to study Income, we must examine its parts separately. Some"" of the 
Income of a household may come from a government sponsored transfer program (e.g., AFDC«-UF 
or NIT). Let ^ represent the transfer payments to' a household while I represents other 
or non*transfer Income (which, henceforth, we will call Income). One difficulty for 
analysis is tha^ W and I are closely interrelated. The tt'ansfer programs we are studying 
~ AFDC*^in? and NIT — are both income-conditioned so that the amount of W is adjusted 
on the basis of the amount of I* The effect of I on W is tHus determined by aspects of 
^program structure like the guarantee level, th^ tax rate, and the income accounting 
system. Bui^ there may also be a causal relationship running the other way, from W to I. 

/; ' ^ ' - ,o; - ,^ . 

This arises if, for example, the transfer payment Induces a family member to reduce 
work effort, thereby reducing his .earnings. It is useful to break down the parts of I 



further by writing 

I » + Ep. + Eq + Q 

where *E^9 Ep, and Eq are the earnings, respectively , of the husband, wife, an4 other 
family members , whll^ Q me^tsures unearned; tion-ttanafer income. W Will "affect I to "the 
extent that it affects the parts of I, E^, ^Ep, and Eq, the earnings of various family 
members* A family mighty even try to reduce its Q in order to qualify for more benefits* 
but we wlli not try to account for tjils effect here. We mxist thus be prepared for 
causal effects running both from I to W and from W tcf I« 'In the. presence of mutual 
causation 9 it is known that any direct estimate of l:he^ effect of I on W or W on I 
will be statistically biased. 

We can begin to disentangle these mutual effects by considering' the )uyplcal formula 
for an income transfer pajrment, W:" , ' ■ 

^ W =- G - tl ^ , . ' 

t ' * ' * - 

where 6 is the guarantee level and t the tax rate, (We Ignore the complications Intro- 
,4uced by the Income accounting system.) G and t are both .program characteristics fixed 
independe^ly of 'the behavioral response of the family. The effect of W on I is thus 
a consequence of the separate effects of G, t, and I on I. We could elminate the problem 
(of, ±xi effect,* explaining I in part on the basis o^ itself) if we could legitimately 
replace W as an explanatory variable by just'i'G and t, variables not determined by the 
behavior af the family. Economic theory tells , us that this is appropriate. To apply 
the.usual economic model, we must analyze the' earnings of each family member separately. 
The standard model o£ the work effort of an individual explains his work ^ffbrft on, the 
basif of his wage rate, the ,unearne4, income of th^ family,,, and some term accounting $or 
the earnings of othe^ family members* , Sinc;e the earnings of an individual aire equal, to 
his work effort /thours worked) multipiied bS|',hi& average wag^, his earnings flclso will 
depend on the same variables. It. follows frotn. the/ standard model that the guarantee . 
level has the same effect on earnings, as unearned inopme, while the tax rate modifies,; . 
the wage rite. Some, simple manipulations sUuvm, in Part B .ailow^,us to: incorporate the 



^ «AX I3^te and the guarantee level Into a new family unearned income variable » N, combining 
the effectff of Q and the exogenous program paramfit^rs of the welfare system. The' 
assumptibn of a Cobb-Douglas utility function leads to the convenient result that 
earnings are linear function of the previousj^y mentioned variables, Standarcf^ 
theory thus suggests equations for male and* femal^ earnings, respectively; in the 



^ following form: 



(ia^ E„ - ct)y„ + a2»y^ + 0131? + ujj 
(ib),^ Ep -3iW^^+-3,2Wp +63N + up 



V 



% and Wp measure, respectively, the husband's and wife's wage rates. The a's and 3 's 
are constant tertas to be estimated, while *the u's are error terms. • 

The standard model of earnings discussed above has the apparent drawback for our 



purpose? that it is ^ static model. It explains earnings for a single period, but gives 

little direct i^ight intcT our principal interest — the pattern 6f earnings ov^er time. 

We will concentrate :bn two aspects of earnings patterns — their mean and standard 

deviation. The mean provides a measure of the variability about that level. We have 

/found a very convenient and fruitful way to Use the standard model of earnings in 

studying the mean ^ and standard deviation. Suppose that in equations (la) and (lb) . 

we assume that the error* term has an expected value of zero. Then those equations give 

the expected valufes of and Ep, respectively, conditional upon given « values of 

Wy,Wp, and If. In other words, ye may think of the standard model as explaining expected 

isarinings. Now actual earnings in any period are likely to deviate from the expected. 

value because of the error term, ujj or up. But we li^e two sets of longitudinal data, 

from Michigan and from^ the New Jersey experiment,^ both having a series of observations 

on each variable for each family 'over time. It is known that the mean of a random variable 

« 

approaches the expected valu6 as the sample size becomes larger. Although our time series 
is not especially lon^, we will, take the mean over time as an /approximation to the ex- 
pected value of a variable for an individual and explain mean earnings using the standard 



earnings model on the bafis of * the meatt vaiues-^'of Wjjj %rr'?xid IJ,/ * , 

The standard model pf earnings can also be Useful in d6ci!dlng hpv to define 

Standard deviation. Since we explain mean eatnin^d^^n/.the ba:si4 of and N, changes 

in these variables lead to changes In earnings/ 'Soine of the. yariatJ^pn in eamiifgs cant 
* ' ' ' • . ' ' ^ * . ' ' * ' '. • 

"then,^ explained, directly^ by* Wy* Wp,' and Jl**in 'the Vqixa^ioxU^for ?iean eam^ But . ' 

even if . an inSividual had unchanging Values of %>^and N, earnings might fluctuate 

because of variations in the error term. TJius^v varietiona npt ilready explained by the 

.mean earnings equations are measured by the ^taudafd deviations of the ^errors,; Uj^ and up.i 

' r ' * V ' ' " . * 

respectively^, *We might expect different individiiaX©.. to have different patterns and hence 
different standard deviations, Sw and Sp.' These differences should vary systeinatically 
depending on factory relat;.ed to the individueil*.s' taSte^ and aljilities and on his sit- 
nation in the labor market. For example', somfe indivicluals might. work Iti industri^^- 



with seasonal f liictuations in deitaand and ei][iplo}mient. 



. The difficu^y^^jfi^ our^roppsed measure ojc the standard deyifiitioh is that U|^ and 
ui? are not directly observable. In. -Part C o'f .tk^.s chapter, we presej^^ the technique' 
that we will use to estimate these standard deviations and how we, will then use ;0,ar - 
estimates to r^fii^e our mean earnings equations. Gjlapter VI, part A presents a dis-,, 
cussion of what variables might:* Systematically affect" the standard deviation, followed 
by empirical estimates; while part B of chapter Vl, 'prfes'ents empirical results for 
•the mean earnings' equations* The reader .not Vantlng to f ollow* a further elaboration 

of .the technical details of the model now fiiay^ proceejl directly tq Chapter VI. . . * 

- ' ' ' ' ^ * - 'r • * 

j> B. ^ The Theoretical Mo(iel . . 

^ ' . * * " * ^ • c^' ' ' " < 

^ . l..» Cobb Douglas Variant of ^^he Workrteisure- Model . . * ' ; 

* Consider a family which consumes a^buhdle of goo<Js measured by^ the ihdelt 
'X. Let be the leisure tim^ of ,the 'male 'and Lp that of the female. ' (We will ignor^e 
the work-leisure choices of • other fanily members.) JOj^n assuming, a. Cobb-Douglas . , 
utility function *we have 

• (2) U(Lm, Lp, X) « % Lp'x fi. . 

IC • • 152- ^ • ^ 




th^V' absenqe./of the male, ot^ « Oj and. In the absence of the femile « 0. 
^ \ 33i€t^ hours work^ by the male arid female are H^^ and Hp, respectively ♦ * 
^ Let % and ieasur^ the male and female wage rates, and let' the price of the index 
• 9f ^boda be unity, so that, in effect %.an|»Wp-measyre the real wage rates in terms 
, of gooda* .The income of the household may come ftom earnings, W»jHjj and Wp?p>. from 
unearned, non-transfer i Q, and from tr.ansfers, ^ Txansfer income, equals an 

income guai^antee level, G, minus a correction or^ tax based on. non-transfer income. 
Letting 'tg be tlie tax rate on eam^ngs and tg tbe tax. rate on xihearned income. 



; /, p - tE(%HM + WpHp) - tq Q, if > 0' ' ' , 

to, otherwise ' * 

A family receives a:n income trarisfei^ only if its income is small enough so that W re-'^'' 



^mains positive* The budget constfaint of the. family is thus 



. b). : (l-t^E)W^'+^<l-VWpHF + tp)Q +'6, , if W:>'0 [ j 

The variables Hy and Hj^ of the budget constraint can be reflated to the variables. * 
1^ arid'Lp of. the utility function, if we introduce the constants ^ and. Hp, 'the maximum' . ^ 

. number^ of hpuifs th^ cdkle and female, respectively, can work. While Hm and,H- cannp.6 ej^ceed, 
the total ntanber of )ioura in the period under consideration, 'they should be interpi;eted 

, as behavioral parameters rather than as technical constants* In i)art, they toeadure 
the magKimumf number of hours that the male or female could be indixced to work under 
the condiljitdns most encouraging to worlc effort. In addition they' may reflect economi'a^ 

' copstraiAts on the amount of work the person can do — constraints beyond the control 
of^ the individual resulting perhaps from market forces like insufficient aggregate 
demand or possibly from discrimination in hiring certain kinds of workers. It follows 
then,. that the leisure quantitites and Lp measure only that part of leisure displacing 
potential work effort. We have 
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Usin| (4) we can/express the budget constraints in terms of leisure time instead, of 
wotk time. Using (4) in (3) and rearranging, we obtain J ^ 

■ (5a) X+^a-yvy^ ; (1-4^"Vp " (^-'e^% * (^-"^E^J^A lCl-tQ)Q + GV if W >. 0 



ot - - . 5 



(5b) X + tiWj^p . + Q, If W> 0 V . , - 

■ .-■ ' ■ - I ' ' ' 

We thus have two alternative budget constraints, (Ba) and (5b^). If the family is 

* ' - - - 

r'eceiving a transfer benef it, *the parameters of the '^ransf er system ent^ the constraint 
(5a), while if no transfer benefit is received, the transfer parameters do not constrain 
choice and the family can move along (5b) • ' / . 

' . We assume that the family seeks to adjust L^, L^, and X ±^ order to maximize ' 
utility, (2), subject to its budget constraitft, and given W^j^, Wp,Hj^,Hp, Q, and the 
parameters of the transfer system. As part of thi^ choice, the fam£ly must dec±4e whether 
or not to receive income transfers. The^decisioh to go on a transfer program can be 
formalized in two steps. .First, let ^ the .family matrix utility with respect to *(5a), '* 
ieading to optimal quantities, H^, H^; X , and U' = U(E^ ^ Hj^, ^ - H^, X ) • Note that 
. there is. a restriction oil the attainable values of these variables,^ for if the optimal 
quantities produce so much income that^ w cannot remain positive, the individual canpot , 
remain on the transfer program. In the second step, let the family ma^imi2:e utility 
witii respect "to constraint ^5b), finding optimal quantities. 

- , ' HjJ , hJ , X- , and U - U(H^ - H^^ , - , X :\, 
^ ,* tf. ' * , * ■* ' , • ' ' ' 

CoTJ^jaring the results in the twq steps, if U > U the fiamily chooses to go on the ^ 

progranl iwhile* i£ U ./> U , th^ family chaoses 'nc/t 6o do sb> ^ . 

' ' * ' ^ ' ^ ' ^ " \ % ' ' . „ ■ - \ ' ' - V ' " 

< Applying the usual fiiTst order conditions fqr a maximum, we find after tax earnlng§ 

* ' "... ^ » ' ' • 

eiiations for the husband and wife. If U > U (so that; (54) is the relevant constraint). 
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^^-^E>Vk " «mI<1^4>%^ + a-tE)WF^ + (l-tQ)Q + GI. W > 0 
-a-tB)WpLr -■o^Id-tj)!^ + (l-tj)WjSy + (l-eij)Q + G], W > 0 . 



. . • When U ^ > U (vith (5b) thk relevant, constraint) , 

the value 9f the leisure time chosen by each family member is a constant fraction or 
Ojp of "full Income^'! the eaqpression in brackets in each case, wh£ch4^ what income ^ 
'would be If every family member worked the oaxlmtan amoynt. . Using <4) and dividing, each 
equation by (l-tg) when U* > U**, we obtain pre-tax earnings; ^ 



(l-ajj)HyWjj - o^Wp 7 Ojj Q,, i£. > a and ¥ « p 
0, 'otherwi|le■ 



- -loj^, ^^''^nl A f.^ , if ^ 0 and V> 0 

• - E' \ i 



^(l-ap)HpWp.. - C{j,Bj^jj - Op Q, if > 0 and W - 0 . 



i^'{>,, othfenfise 



- (i-rtQ) Q + G . ' ' 

^ I if > 0 and W > 0 



Pata arfe available on t^^ vafiables/W^, W^* ^ the parameters of the transfer 
^ programs. The first two cases of both equations (7a) and (7b) are thus, linear equations 
, in Wj£> %, and an income term^ The coefficients to be estimated, given our Cobb-Douglds 
inodel, can be interpreted as b^avioral Ratametets,. 'The, coefficient of the income -term, 
• "^P^M or --Op, measures (the negative of ) the fra^tiqn of "full income" that the respective 

•faittily member chooses to Consume in 'the f drm of lelisxt'e, ,tile tto'efficl^nt of the own- 
"wage, Cl-^)% in (7a) and (i-ap),Hj. in C7b), must be pofitlvtl,^^^^^^ and" ap are bothg' . 
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less than one. 6iven estimates of cx^ and Op from^^the_jAg.OTnft 4:erms^, tjrese own-wage 
coefficients 'can be unscrasibled to* obtain estimates of H^^ and H^.which we assumed to 
^ to be behavioral i>arameters« The cross-wage coefficient^, '""^^^j^F "'^^'f^*.' both 
negative. Significant coefficients not satisfying these theoretical restrictions would 
cast serious doubt on the Cobb-Douglas formulation of the theory^ o£ work effort. 

Notice finally that we ^ave three variants of both (7a) and (7b).* 'The first two 
are identical except ii> the way income is measured. , When the family receives transfer 
benefits I the parameters of the transfer system must be introduced into the income 
term in the way derived in our previous calculations. The third variant is different. 
The difficulty with the f irsi^: two is that if either the appropriate income measure 
or the spouse ^s wage is too iarge relative to the own-wage, a negative value of earnings 
is predicted. Since negative earnings, (or work effort) .make no economic sense, we 
conclude that earnings would be zero when either of the first two variants predict 

negative earnings* 'This raises the importafit probleox that the zero earnings of those ^ 

, ' ' . ' ' . . - 

who dp not. work are not explained by the same linear relaflonship that explains positive 
■ . • - ' ' . ' ' 

darnings. The two groups must be treated separatelju. The non-worke?:s do r\pt satisfy 

^ the first order equality conditions that the workers do. They can be shown to satisfy 

, ineqi^ality conditions and lie ^t a "corner solution*" 

2. Choice of Income Transfer Program » . ' % - 

As has already been noted, the introduction of an AFDC-UF program in New Jersey 

^. not only provided a^welfare program to the control group under the experiment, but also 

provided a second option to those .covered under the experimental plans. If eligible, 

they could receive eitheir a NfT pa3rment, or they' could swifch to the kFDC-UF program. 

S.ince equations (7) include an income term involving parameters of the transfer program, 

some principle Is^ needed^ to determine which parameters to use for a .family .facing a. choice 

of. two transfer programs. A simple extension of the argument on whether a person chooses 

to be on or off a transfer program pro'^ides such a principle. Given the parameters of 

each transfer ptogram we can construct a separate budget constraint corresponding to each 

■mC .. ' ' . - '156 ' . 



progr«» ' Cbif renting the family fiVst with one budget constraint, we calculate the 

. Baxiaized value of utility^ The operation. is then repeated with the second coiistraint. 

The family chooses the program that leads to the , highest ^utility (provided that this 

level of utility is higher than that obtained receiving no transfer benefit) . To 

achieve this highest utility, the family must be on the budget constraint determined by 

the parameters of the chosen program.'' * * / 

. To apply this principle, we observe which transfer poogram, the family chooseS". - 

Assuming that it makes the choice rtaximlzing its utility. We use in equations (7) only 

3 

the guat.antee and tax rate parameters of l:he chosen program* 
. : 3* Fluctuations in Earnings 

Equations (7) predict changes in earning^ in response to changes in wajge ratef 
or in the appropriate income measure. However, fluctuations in earning^ also may be 
caused by changes on the demand side of the labor market' or by additional aspects of 

••" • ■ . . . ■ 

indivj.iiual behavior not incorporated into equations (7). Consider first problems re- 
lated to the deiaa^d for labor« With wages inflexible, fluctuations in the demand d^rJ 
labor will tend to lead to fluctuations in employment. The extent of these fluctiia^tlbns 
will differ by labor market> by industry, by occupation, and perhaps by worker character- 
istics of significance to employers, like seniority. Whatever the source* of the fluctur 
ations, they mean that in the short run, at least, the afctuai earnings of an individual 
iirill deviate from his desired level. Earnings will be less than desired when a person 
is firefd or laid off temporarily and higher than desired whan there are reqxxired increases 
^in overtime. If we interpret equations (7) as giving the level of earnings desired by 
the individual,^ it thus pr^ovides only a^artial explanation of actual earnings. 

However, equations (7) may not even provide an adequate represetitation of desired 
earnings. In .addition to the obvious simpHficAtions resulting from the Cobb-Douglas 
fonn of the utility function j equations (7) do not consider the timing of the decisions. 
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One person nay prefer steady eoq)loyment while another prefers work Interspersed with 
frequent breaks^ Over a suffifiently long time horizon, equations (7) could explain 
the difference in some cases, perhaps by a difference in a» The person desiring f re- ^ 
quent breaks over a long period prefers to devote a larger fraction of "full income" 
to leisure • But we ar^ interested in short term fluctuations, iioreover, steady part-- 
time work could yield the same a as intermittent- full-time work* The standard model in 
itself exijlains a desired level of earnings, but provides no way of distinguishing a 
preference for a particular pattern* • ' 

For purposes of analysis we find it convenient to consider separately the deter- 
mination of the normal or desired level of earnings and the fluctuations about this 
normal level. The earnings model given by equation (7) provides a convenient explanation 
of the normal level of earnings* Then the demand side factors together with individual 
preferences for patterns determine fluctuations* To bfe mo^ specific, rewrite equation 
. (7ay expressing the first two cases (when earnings are positive) in the same 'form, and 

4 I 

including an error term u^. 

• ^t- VMt"^ VFt"^ Vt-^"f 

This relationship holds for a given period, t, indicated by the subscript attached to each 

variable. Here b^^ « ^2 """^lA* ^3 ^t ^® appropriate measure of 

other income depending on the kind of transfer payments received. (The argument is ident- 
ical for female earniiig^'^o^ we present only tKe case of male earnings.) ife assume that 

the parameters b- , b^ and b^ remain constant from period to period over the time inter- 

12 < J *' 

val considered. We assume that for this individual u^ is randomly distributed over time 
'with expectatiolx, e(u^) « 0, and standard deviation s. The expected value of earnings, ^ 
e(E^^>. is thus 

(9) e(E^,) - b^Wy, H- b3N^ ^ ' 

We thus assume that earnings of an Individual over time can be analyzed as if they 
were randomly distributed with conditional expectation given by (9) and standard deviation 
of the conditional distribution given by s.' The distribution of the fluctuations in 
^^rnings (other than those explained by W^ and N) is thus determined by s. But s is 
^^^^kely to vary from one individual to another depending on his situation in the labor 
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and on his preferences concerning pattern. Although we do not try to explain every change 
In a person's earnings, we do study the. overall pattern (or at least that aspect of it 
■easured by the standard deviation) in a way that allows us to make predictions of 
individual behavior and comparisons between individuals. 

In Part C, we discuss bur techniques for studying the conditional expectation of 
earnings on? the one hand, and the standard deviation, s, on the other. Before proceeding 
to that, consider some general aspects of our approach. Although equation (9) can be 
viewed as an equation for normal or long run desired earnings e(Ey^)is not observable. 
We know from equation (8) that actual earnings in any period will differ from its 
expected value by u^, which may be large. Since we are hypothesizing that it is the 
long run or normal level of earnings that is explained by equation (9), 'it is desirable' 

r 

/ • 

to measure the mean of earnings over ti^ rathe^ than the actual level in any one period^ 
and to use the mean in explaining the normal level of earnings. To see the advantage 
of working with the mean, take the avejrage over time of both sides of^ equation (8) , let- 
ting bars denote averages over time«- * . 

z 

(10) f„ - b^Wy ^ b2Wp +vb3N ^ u- _ , " 

Siixce we assumed that e(u^) « 0, it f<yilows that e(u) .« 0. Therefore, the mean is 
explained by the means of the independent, variables in exactly the same way that Ej^^ 

is explained by equation (8), except that the. standard deviation of the error term is now 

— ' / E 

deduced. Whereas u*. has standard' error s, u has a standard error where T 

is the number of observation^ used to calculate each of the means. We will frequently 

refer to the normal or long run level of earnings as mean or average earnings. Equation 

(10) is the one we will estimate in our empirical investigations of mean earnings. 

Hany factors besides Wj^, W^, and N may explain period-by-period earnings, but our 

^ argument suggests that they should not enter equations (8) or (10) as additive dummy 

variables. Indeed, the Cobb-Douglas model implies that equation (8) should have no ..con- 

stent, term* Consider the example of a variable like education which is usually expected 

Er|c . . • 159 " ' 
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.to have an effect on earnings." In tepns o£pur model, the -prllicStpisl;, effect, of educati(ip, 

' * * r ' -I *• * ' ^ 

on earnings would te transmitted through the wage rate, aasumittg thajt more education . ' 
allowed the individual to face a higher wage* In addition, a jnbre educated perapn miglit.J' 
h^ve different tastes than a less educate'd ,ori^, . But differences '44^^^^^?^®^^ "^ .t ' • 
differences in the coefficients , ha> ^d b' , not to' differences 'in* the constant ' ' V 
term. The only other effect of education might be on the pattern, eairnings. If toore 
^ . educated people either faced more stable market opportunities of pri§ferrea greater ' I 

Stability, they would, have a smaller v^lue of s. . Similarly, 'any varlaKte afffecting y ' '\ 

^ /- I :< 

earnings outside of the channels through I^,'..Wp, anci N either vs^^ change .one .of the - 

• > . * \' ' 

coefficients b^^, hr^, or b^ in which case.it affects mean earnifigs,, or it must thange s, 

in, which case it affects "the pattern of earnings. - . . ' , ' . \ • 

' . " 4. The Treatment of - Unemployment . ' * .'^^ " 

Equations (7) pres'ented expressions for earnings in three cases. "'Only the \ 

first two, involving positive earnings, entered, the discussion on fluctuations* The" * 

, third case, with zero earnings, mU.st be considered separately. Zero earnings could ' 

.arise in two -situations. Pirst, if equation ^9) predicted an, expected value* of earnings 

of either zero or .less than 2ero, actual earnings would no ^oubt equal z^erd. Given ^ ' \ 

'the persoci*s taste^.aitd values of W^, 1}^^ and U that he^ faces, Jie lihoos^s not to work. * 

Equations (8) - ,(1,0) . do not apply ^n this situation.. Second, his .actual ear^ings In^' 

I some period may be zero because of a large negative value of u^, even though his"no1:mgl 

. desired .level Is ^pos'itiy^. ; The negative u^ colild result front^an involuntary layoff 6r' 

from a desire ^f or periodic breaks in employment, combined with a long run desir'e for 

positive earnings. As long as desired earnings' are 'positive; equations (8) - i^O) hold; 

The zer^b earnings ate* simply part of ,^ temporary^.flttctuation. , , • V 

. , • In principle tl^e two situations* are distinct. 'The differeta(?e depends btt whether 

or not'equation ^9) -predicts a positive value. In practice;, the situati^ons'ai^^ hafd ^o' 

• distinguish because an unemployed worker does , not have an observable wage rate. The^ 

worker may have a good idea of what wage iratS he can normally, expect^ but such Infor- 

• 'nation Is probably, not available to the analyst. We will aasiime t^iat'any person *ith 

er|c ^ ' . i&o ,„ . . : y- : ' . ; ^ v.'^ 




't>'" .."«fi«* flii^iligs'fot^lftit.pe!^^ 'S^idi'ipei'n^p fia^, bV^itive normal earnings. We will 
'^'■^r<^^'^ij^^5■ on the other hand, any 

positive mean e ' 

r -:/m'vitl aiS^iosfe tytji,€XUi8k\lxiiiivU^ls*&xe An^^ ' ' 




amings* 

Ijecause of temporary fluctuations 

> 

equation for th.e 



3t^andard deviation of the , 
differences in. labor 
of the error 

the nun&e^ 



' V ft^ '^'" -'. J?! 4l3ti&fcii^k!^^^ is that of 

he4:ero5cedaSilci;t7, \thW ft^^ ' - ^ 

; erriir In feqT^atloti (iOy^Wp^ld Mff^^^^^ ?3:ptt/^^^^ of dj 

V . ^SKrket, siifuitiortls and' testes,* , Xej:.'<3r^'npw;'^ ^.t^n^aj^d '^evii^tion' ^ 

in eqUati&x ;(ig[> ,fW i^^ £wb±|& yaa >r'^^^ \ ^ ;;.]. T, 
;,^ of time perlodk^ is thejsame fop aU/ln.^fviduMl^r sp'taiad .var4atidhB' in 0^ ^result strictly 1 
^ .J^<>«-yatiatlon8,.ia "s;; ,*.Then chft v^Harix<e-^'<i(yyeai'mte terms of 

r vv; <;,//.;: >iv.^'; % "; ' V^-" : ^^;-:x4'i-'''V/- ' -.i-vfv • 

'^^U8.ei0j^/ ;(i6") in a-'fiross" se,etio& n in'51.Viduaig'',is ' a. <nxn> "diiigonal matrix- on the 
^^^sifja^^ "that ttiV;,etrors . of^ diff^^re^it %ni^idnsd&^^^^ uncprreiate^V The 1th diajjonal . 
''eleinent^lf tT a^, wherje.af 1$ a coimnon ftqale f?tajt:oir.. ' Glv^ji .thejoa'trix V.. the appropriate . 

* ■ ^ ^'/''^ .'^ - -r- - " ^' v • - ^'^-^ * - ^ '^{.y-y,^ >: "-^ , ' ' \' {; 

estlitar^tion fcecliraqqe for eq6"atipjl tlQ> "is .g^;ierall2ed least^'sauar^i (CLS) • The GLS 
. 'j^^chnii^tie'^^^^^ thi's ;c|s:e fMuires that e^di yariatle ''fj>5^^^ tjepc ^ 

.' " tjrinsf^ed selfc *q£' ^«(t^. lE^i^'^^i^. 'dif ^ictt^it^ using, thf^ 'tedhijiiqu^ ' is that the ; 
•itlfifiiAtitfl^ of *7 >re hpt fcnora, it/j9.;t|iuk ,4s'sent^siWtQ'^ not only\. 

' " ' ; v '\ ■ ' . ..-'V ^- . '«.-^.* • '4'^':.' ' -r* ' > ' «' 



4epenclent and In- 
way to. this , 



tp sfeu4y, individual 
of ;the m^iah ejdtnlngs 



a patterns, -but. also, t)o^ obtain^ t^^ 45- the coefficients* 



' ^ Egtimat'loU df fche Standard Errora ' ?i , '\ 0 ' ^ V • " 

In the jiiean earnings equation (10) > we have already ifiade use of the ^ time , 
series availkble.on each individual by calculating the mgan over time. of each variable 
£or each l^ividual and then. using these means in the crolss-section estimation, 8y _ 
80 doings we reduced, the standard deviatioBi of estimate, from what It, would have been 
tod we.uQed cross-section dkta from, a single period. Now we p|;apoae to exploit again., 
our' tine series data .to calculate .the standard error of the unexplained fluctuations In 
earnings for each, individual i We need, estimates of the coefficient s.i^ equation (1(J) to 
calculate the un^lained fluctuations,. However ,Vthe Ijes^t linear utibiased GLS estimates 
of the coefficients can be calculated only once, the standard deviation of the unexplained' 
fluctuations is known. There is nevertheless a way around these difficulties.. Although 
the coefficient estimates using GLS are best linear unbiased » estimates from ordinary 
least 0quares (OLS) are also unbiased, even in the presence' of heteroscedascity* As ' 
a first step, we will estimate equation .(lO) usiitg OLS«. For conYenience, the es^timated * 
earnings equations for a cross-section of n individuals may be written in i^^itrix fx>vm 
-ais _ _ • ■ .: T ■ - ■ : . -f-^i-' 

rcii) E- xb + v • " ; . ' ' 

where. E is the (nxl) vector of mean earnings, X is the (nxk) observation matrix ^of the - 
^indivlduar means of the k independent variables, ^s^li-^ coefficient vector estimated 

by the use of OLS, and v' is the (nxl) vector of errors resulting from the (!^!^estimation« 

*■ ' 'A • / 

Equation „ (11) gives a single error, V., fdr each individual. 

We assumed earlier .that the coefficients explaining mean earnings for an .individual 



also explain the expected value of p^tioA''\}y^^&r:±Q^ earnings. We may therefo re, u se the 

coefficients estimated for the mean earnings equation to predict petiod-by-period earnings 

tfased^on the period-*'by-periad values of the independent variables for an individual 

Por individual i, let be the (Txl) vector of his actual earnings for T- periods, 
is' 

Similarly, let )>e the (Txlc) matrix 6f observations on the k independent variables 
faced by individual i in each of ' the T periods. The asterisks denote that these variables 
were not used directly in calculating the regression; only. the E and- X 'without a^terl^ks^ 
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(whose elements artf all jneans) were sq used. .Using tfie OLS coefficient vector b, we may 

I 



calculate the (Txi> vector v* of prediction errors over time for individual i. 



(12) f£ -;Ej - Xjb'' ' . t. 

* f » . , ' 

We propoae to tise .the standard error of the T eT^ements of v^ (which we denote as a^) 

" * *. * ' '* 

, as an estimator of a^, the standard deviation of unexplained fluctuations for individual i.l 

To evaluate the properties of our 'estimator, let 3 be the true coefficient vector 

* - '^ko thato ttie true vector of/ unexplained fluctuations u*,' is defined by 

' ^ a3) E*. -,xj B + uj 

What we really want to measure is the standard deviation of the elements of u*, which is 
the i^h element of the diagonal of a^V, i.e., 0^0^ «.ce(uj^uj). The prime (0 dfenotes 
the transpose and the c is a proportionality factor accounting for the correction for 
degree of freedom. (The entering the 6LS estimation need be determined only up to 

a scale factor. Since, with the same nuinber of tike series observations for each in-^ 

dividual, t^ie degrees of freedom will be the same for all, so will c. Henceforth, we 
' wij^l assOme that c .is absorb,ed into o2 and write 0^0^ « E(ui^Uj).) Now consider the sxam 
of sfiu^lred prediction errors using the OLS coefficient estimates. 

'^M^^ — ' ' - fX*(P-.b) + uJ]^IX*(pU) + u*] ' . 

whe^e the last step uses (13).' Our proposed estimator Of^/'is proportional to v*^Vj. 
Take the expected value of both sides of (14), remembering that in our model, eCu^); « 0. 

(15) ^(vj^vi) « eE<3-b)^X* ^JO-b)] + 9(uJ^uJ) 

Therefore, (v*^v|^ is not an. unbiased estimator of e(u*^uj). The expected value of the 
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squared'^predictlpn error, e(v*''v*),. equals the true variance of earnings fiucttiatlona, i 



e(u^ Uj)*, phx^ a . term accountiiijg for the error ii^ the estimation/bf Indeed, If we are, 
to construct, an estimator,. V,. of the variance-covariance niatrlx O^V, based on the 
n^asured errors y*, the coVariance^ would not ail equal zero. * ' - y : 

Although the. true errors a^e uncorfelated, i.e., eCuj^^Uj) '« 0^ i )^ j, ' 

the error%in the estimation o:^ b again contributes a non-^sero term. . * " * ' 

Kow examine the term leading, to the bias in equation (15),, noticing that the'matrlx 
in bracke^ts turns out to be just a. starlar., ' , ' 

(17) e['(3- b):xf."xJ<P-ib) « e[tr(13-b)"xj"xj(3-b)] . 

. - e[tr(xJ^X*)(P-b)<^-b)ri «'tr(X*^xJ)e[(:b^ • . ^ , 



Here tr stands for trace and the last step follows since Xf is a set of given independent 

.variab;Les. The expression e[Xb-^ ) (b-6'*) is thei vafiance-covariance matrix of the OLS 

< , , - - 

coefficient vector ^qbtained in the cros^^s^ction estimation of equation (10). Altliough 

* ♦ 

the OtS estimator is not best linear unbiased in the presence pf.he^teroscedasticity, it 
is unbiased and consistent, with the property that every term in the variance-covarlance 
matrix approaches zero as n (the size of the cross'-section simple) gets very large.-' 
Therefore, * • , 

' (18) plim.e[(P-bt xJ'X*(P-b)] tr(xj'xj) plim e[(b-e)(b-e)'I < 

•= tr(xj'xj)[0] - 0. 

The matrix (X^'^X*) is unaffected by the probability limit since it measures the variables 

for a single individual; which are unaffected as more individuals are added to the sample. 



:Proini;thi8 it toildws that ^ 

(19) ' pliB eCy^Aj*) - e(u?-'u?.) ' 



•OSfc estimator Is jtliu? an asympototically unb:Used esti^tor of the true variance as the 

saittplfit siz^ei of ^ihe'^ciross-sectlon becomes very large. In a similar way, we could demon- 

strata that ail, the co-variani:es gtven by equation (1^) approach zero ifi the probability 
'limit!. 



1 

/ * ^ ; Wa knpw/that^ the yariance-^oyariahce" matrix of, the u? is given by 



Another way pf looking 'at this result is that the expected value of( the variance-covariance 
^trix of the v^^, tl^)^ is a consistent estimator of a^V. Our sample estimator of the 
standMd deviation tor individual i,ai, .is proportional to the square root of the i^^'" 
diagonal eieaiient of V. It can*be easily established that GLS estimation of the mean 



earnings equation, based 'on the njatrix e[V], provides consistent estimates of all parameters 

_We are' a till n6,t .prepared for the GLS procedure since consistent estimation requires ^ 

us to use as c*ir estimate of individual variance, not 0^ which we can calculate. 

Indeed^ g J is estimated from a time series for each JSidividual, but the time series is short. 

There should' thus be substantial error in the measurement* of aj, so its actual value 

will often be fq(FY^om its expected value. Our measure of 0^^ however, 'does allow us to 

proceecf with one of our chief purposes,* which is to investigate what determines the 

standard deviation of unexplained fluctuations in earnings, ^o do this, "we will identify 

a series of variables , some ^related to tlie labor market situation of ^ each individual 

and^others related to his tastes and abilities. Denote these variables by Z^-^, . . . ,Zri. * 
We hypothesize that • 

(21) . - aiZji + ...aj.Zj.i + w. ' * • " 



^ where Is an error term. Assuming that the appropriate assumptions are satisfied, 
,we apply bLS to equation (21). Fir^t,^ this allows us 'to study the determinants of the 
.standard error of 'fluctuations. Second^^using tlje estimated coefficients aj^,...,a^, we 

• ' 'a 

can calculate^an estimftte of q. free^of the error w ^ 

» A * ^ ' • - » 

^A--,*A„ ' • *• 

i * a • ^ • * 

Given the properties of OLS, we know that " e(a^). This step, finally provides the 

; • ^ . A , , . ' 

standard errors that we jase in the GLS estimation of the mean earnings equation.. _ 

In the summary, our procedure has the following steps: ^ - ^ 

1. Estimate the parameters df the cross-section mean earnings equation 

'(10) hy OLS. - - • ^ , 

2. Use th6 resulting coefficients to predict the pferiod-by-period earnings for 
each individual; calculate the prediction .error for each' period; and tafce 
the 'standard. deviation of these errors, a^, for each individual. 

3. Analyse the*" determinants 'of 0 by means of OLS. 

A ' ^ 

4. ' Use the coefficient estimates from step 3 to calculate a. j e(0. 

5. Re-estimate tfte parameters of the mean earnings e^quation *(ip) .using 
GL'S by dividing each variable for individual i, by a^. 
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CHAPTER- V 
FOOTNOTES 



1. In a recent -paper, HaXl tried to account for differences in tastes by differences 
in the a's.and in the H's^* Although we do not investigate differences In tastes ' 

"^"-JoL these ways, we do* use the interpretation of the H's as behavioral parameters 
rather than as technical constants. See Hall, Robert "Labor Supply and t^e \ - 
I Negative Income tax Ejcperlment," presented as part of the. Brookings, Panel .on 
/ • Social Experimentation, April 29 30, 1974, 

2. Division by (1-tg) in the transfer program case cpnverts an equation for after-tax 
earnings to one for pre-tax earnings. This is reasonable in that earnings, ar-e 
measured before the tax. Ifi fact, the tax appears to thp family as a reduction, 
in G rather than as a sum reoDved 'from its income. It is only for analytical 
purposes that we speak of it as a tax on earnings. Note that the behavioral ''con- 
sequences pf the model are completely unchanged by this transformation, 

3. Actually, data are not available on all relevant .aspects, of the AFDC-UF progranL \ 
For example, a large work expense allowance can provide a sizable -benefit even^ 

td a person with earnings, making AFDC-UF more attractive to this person than 
NIT, which does npt have a similar allowance^- However, the \J^ork expense allowance ^ 
is calculated on a case-by-case basis. We do not have data on 'it for our families. 
There may al8*o be Subjective factors affecting the relative attractiveness of pro- 
griams, like more inconvenience or stigina at;tached to otie program or the other. 
All we can do is' observe the actual choice of the family and use only the readily, 
calculable parameteXs of the program — the. guarantee level ^and tax rate^ 

4. Some unemployed worlcers may have an unreasonable expectation, holding. out for a* * . 
wage they cannot attain. At a realistic wage, they might prefer not to work. 

Such ^individuals are hard to classify even in principle. 

5# The variance-coVariance matrix approaches zero as n approaches infinify, provided 

the matrix X continues .to have rank^k; if all second-order moments of the independent 
variables remain finite; and provided the true diagonal matrix V remains finite,.' 
See Theil, Henri, Principles of Econometrics > 1971, pp. 362-3. ' 
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■ ■ . CHAPTER VI " » ■ • " 

Empirical Results on Earnings ' 

As Chapter II demonstrated, there hav^ been numberous studies of' what^detemin^s 
the level pf work effort or earnings, and .also* how this level may*4iffer from one group 
to another, or may change in response to a stimulus lii;e the'negative income tax ex- 
peiriment* However, there has been little attention -to' how earnings fluctuate over time 

■ : ' " • . ; ^ * ^ 1 ' 

(although there w^s the Important Hall contrifiution on^ fluctuations in employi^ient ). . 

< ' ' ' * ' fc, 

Both the Michigan and Wisconsin data sets 4re: longitudinal and thus provide a basfs 

' ' • ^ ' r : ^ * : 

for investigating^ th^ pattern of eara^ngs over time. .We thus begin in Part A with our 

results on, flue t'uat ions earningsT W6 .th^n present the results of our approach to the 

^ '/ • \ , - • 

previously studied problem of. explaining the average level -of earnings in Part B of 

this" chapter • - ' ' » . * 

: , ' ' . r * ' • ' ^ 

A«. Flucttxations in Earnings - 

* - ' ' ' ^. ' * [ * 

1. Specification of the Fluctuation Model - 

We showed in Chapter XV that the mean- earnings of an JLndlvidual will depend 

on his own wage, the unearned income of his family,' and possibly the wage of his spouse* ' 

Therefore, a change i,n any of tlhese variables leads, to a change in his m^an or^.isxpected 

earninjgs* But then fluctuaticjhs in earnings resulting frdm thes^ variables are ^^ccounted 

for fully by the mean earnings equation^ . Fluctuatipns fi^re w'orthy of separate stu^y only 

to the extent that they are caused by f.actord not accounted foi^ in the piean earnings 

equation. To review our measure of fluctuations, we first calculate preliminary estimates 

pf tfie coefficients of the mean earnings equations (either f(10)' or^ (1) of Chapter 'IV) ^ 

* ' ■ ' ' ' . ' ^ ■ ' " ' ' 

These coefficients are then used to predict the earnings of each individual* for each . . 

• *' • * - * " * - 

time period, Jhese' predicted earnings. a;rk* our .measure of the, "explained" portion. of 



i 



actiia^ earnings accounted for by* the wage rates and unearned income. The "error jn . .. 
prediction — -* the difference betweeii actual ax^ predicted 7- measures the .remai^ii^g 
patt of ear^i^s which must be explained by other variables. We assume that'^ on «the ^ 
average^^^predicted earnings "yiH equal actual, earnings , so that the prediction errors 
can be thought of as fluctuations about the mean. JFor each individual,' we then take^ the ' , 



Standard deviation of the period-by-period prediction errors. .Our measure of earnings 
variability for individu^^l i is thus the standard deviation, a , of. those fluctuations 
in his -earnings not explain^ by the mean earnings eqqations. Although we canllot 
explain each fluctuation, we Assume that there is some regularity to them over time wKlch 
can be detected by our measure a . (O^t preliminary OLS estimates of the meaQ earnings 
equation used to calculate this standard deviation are presented in Part^B together 
with our later refined estimate of that equation.) . » ' 

Given the measure of variability, o^^ wq proceed to^* investigate what determines it 

and how it differs from one individual to another by using regression analysis. .Thus 

\ ^ / • . . * . ' , ^ * ^ 

we must specify the itidependent variables that explain a • We expect variability to* 

dfffer from, one individual to another, first because of differences in labor market 

' ' s » • ' ^ 

situation, an4 second because of dif faiences in' preferences concernihig the timing oi\ 
,work effort; The labor market situation of an Individual- may. depend on factors external.^ 
^^to himself, like unexpected fluctuations in the demand for the |)roduct he produces. 

On the other hand, his skills, ability, or personality might affect 'h;ts labor market 
* opportunities. A perso^ may have an unstable work record bedause successive employes 

found undesirable tra4.ts in him.. Unfortunately, ffwe observe Indiyidxial characteristics 
, that significantly affect earnings variability, the^e characteristics may matter either 
because they reflect the individual's tastes for, variability or because they influence* 
^ employei;:'s judgment of thjg individual* ^-^tlius^ will oft^n be inippsslble to det^rmin^^ 
, the reason a variable matters or whether the, earnings variability is voltCntary or not*. ' 
It 'should be clear that orur, equation to /explain, fluctuations in the, end can provide ^qnly 



a statistical description of what variables account for 0^4 We cannot deduce much 
abput causality* What Ve ca^ discover is how O. differs systematically between people 
with different measurable characteristics* 

The distinction between labor market and taste factoi^^is useful primarily in 
motJ.vatlng the. search for measurable expl|inatory varl^blesl }donsider first involuntary 
factors resulting from the labor market situation of the Inaividual. Since wages are 
often Inflexible, changes in the demand for labor tetid to lead to change^ in* employment • 
Different industries face different conditions in the markets f6x their own outputs*^ ' 
Som/e industries operate seasonally, while others operate throughout the year; some Inr 
dutries are strongly influenced by the ups and downs of the aggregate economy, while 
others ate only mildly so. These patterns in output are likely to influence the demand 
for labor and thus also 'actual employment* To test for such effects, we will use a set 
of industry dumnly variables in our regression equation* These variables will have a 
value of 1 if the * indivlduar works in the industrV, 0 if he does not* A positive, 
\significant .Coefficient for , some industry would^mean thata wbrkerwho ' works in that 
i,ndustry would have a. significantly higher. Value of 0 than a person who did nat* The 
magnitude of the coefficient would give a measure of how much liigher it Hould be* 
Since each industry .(except forgone used as a standard of comparison) requires a 
separate dummy variable, aftd since there is a lijnit to the number of variables that can 
be successfully introduced into an eqtiation, we «are not to use the three di^it 

classifies tioiv of indus-tries, but must fely on a lljnited nximber of broad , industrial 
categories which will* be^cffescxfibed In conjunction with our results* , 

Given fluctuations in the demand^ for its product; a firm will adjust its use 
of labor, but dlffereht' occupations will be affected in different ways. A firm*may / 
be particularly reluctant to give up certain skills and then have to rehire^ qualified 
workers again* In 'some occupational categories, the firm may .^^y^JJO, minimize fluctua- 
tlo^is, while letting them prceeed apace in others* In addition, it simply may be easier 



to economize on one kind of labor than another* To account for differences In 0 due to 
occupation, we Introduce a set of occupational duimny varii&bles slmll^ to the Industry 
duamy variables. In a similar way, also, we must rely on a limited number of broad 
occupational categoVles, It Is conceivable that a given occupation itiay have more , 
fluctuations In one Industry than another, but we do not attempt to detect such In- 
dustry-occupation Interaction effects* 

Although we Introduced' the industry and occupation variables as measures of In- 
voluntary effects from the demand slde^of the labor market, there Is some ambiguity 
In Intl^rpretlng these variables. For the Individual had to choose his industry and 
occupation* It Is conceivable that a person with a taste for variability might choose 
an occupation with a variable employment pattern* More serious Is the possibility 
that inherently unstable workers are pushed out of more stable occupations or industries 
(if they even gain employment there in the first place), and can find employment only 
in unstable jobs* Doerlnger and Flore carry such an argument further by claiming that 
the labor matket opportunities open to some people are severely limited to begin with* 
These limits, together with other social conditioning, factors, may help make the. ^ ^ 
person an unstable worker* Our tests caimot distinguish to what^ extent the Doerlnger 
and Flore hypothesis is true* 

The Industry and occupation dummy variables are based on the first recorded in- 

\^ * - • ' 

dustry and occupation for each individual* Over time, as the person changed jobs, he 
may also have changed Industries or occupations* Without detailing the individual 
changes, we characterize a person's job history by measuring the number of his job 
changes* (In Chapter IV we did attempt to fill in more of the details in the circumstances 

■i 

of job changing*) Although job changes are not the only source of earnings fluctuations, 

A 

they are likely to b*e related to tr* What we want to discover is how inuch of the vari- 
ability in earnings Xs due tp-~^n unst£(l>le job history^ <0f course, interpreting ^he job 
change variable is difficult, for we cannot distinguish whether the changes are vol- 
untary or involuntary* The job change variable measures the observed fact, but does 



not convey information concerning the reasons. 

Labor market conditions vary by locality. To discrover the extent that such 
differences affect the pattern of earnings, we introduce location dummy variables, in 
the Michigan jiafa for regions, and in the Wisconsin data for cities^ Even here there 
is some possibility of ambiguity in interpretation since tastes could differ by region 
or more people in one locality could have labor market problems than in another. 

Another set of variables reflects individual characteristics of the worker. These 
characteristics may affect the ease of finding work or the kind of jqb attainable. On 
the other hand, individual tastes may also vary with these factors. We include the 
age of the worker, measures of his education and tra|ning, as well as of health, dis- 
ability, , and disfigurement. We treat male and female fluctuations separately, and for 
each, we further separate people by race. We thus distinguish the effects of race and 
se^ by running separate regressions for each race-sex combination. Some varia1)les 
may reflect the family situation of the worker. We include the presence of the spouse 
and the number of phildren. Especially in the case of females, these variables could 
affect the desire of the. woman to remain at home. We; want to check whether the effect 
is strong enough to affect the standard deviation of earnings. ' 

Finally, we include a few variables to discern the effects of the economic 
situation of the family on members* earnings patterns. Greater family income or assets 
could induce one family member to seek more leisure. Previous writings suggest that 
female workers are likely to be influenced more than male workers in reducing work 
effort. We want to oberve whether the pattern of earnings also is effected by the 
presence of other family income. We thus include unearned income, a measure of assets 
and the earnings of the spouse. One of the larger components of unearned income for 
familiea with spells of unemployment is unemployment insiftrance, which we introduce 
separately. 
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2- Results for the Variations In Male Earnings 

a. Wisconsin Data ' ♦ ^ •* ' 

Regression results for the standard deviation of unexplained fluctuations 
a,^ In male earnings are presented In Table Vr-1, by race. The variables Used are. ex- 
plained In the notes to the* table. In this and all other tables presenting regression 
results, t ratios are given in parentheses below the appropriate coefficient. The » 
^3^iM^^?0Tt3 the results of stepwise regressions, where variables are added only as 



— 2 
long as they increase the value of * R by .01. Thus, of all the variables tried^ only 

' ' \ ^ 

those contributing to the explanatory power of the regression are reported. The de- 

pendent variable, o measures in effect the average deviation of real earnings above 

and below the mean level in 1967 dollars. The coefficients indicate how changes, in 

the independent variables will affect 0. For example, the wage coefficient for whites 

in line 2 means that an iricrease rin the real wage of $1 an hour will increase the average 

fluctuation in earnings by $116.9 per quarter. 

One of the more interesting results is the significance of the wag6 rate in the 

equation for whites. Although it is not 'significant for the Spanish-surname or Black 

males,, we will find it significant for both whites and Blacks and other .minorities in 

the Michigan sample. Also the positive coefficient means that a higher wage rate is 

associated with more variability in earnings. There are several possible exple^natlons 

of this result. First, it could be a statistical error. For O ^s calculated from the 

r 

prediction errors of the mean earnings equation. But the prediction of mean earnings 

depends on the w^ge rate. Thus, misspecif ication of the mean earnings equation could . 

/\ 

produce a positive relationship between O and the wage rate if, for example, mean 
earnings actually increased with the wage rate at an increasing rate rather ttian linearly 
The wage effect could also be explained in the absence of any statistical, error* 
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For example*, suppose that work effort diminshes as the wage rate rises (backward * 
bending supply , curve •*) .Since ^.the work week often has a standard len;|th, the easiest 
way to diminish work -effort may be Jto take periodic breaks in employment, thus ln-» ^ 
creasing the variability in earnings. We^have already seen in Chapter III that in our 
sample, those with the highest wages tend to ha^e a lowe^: average of hours worked, a 
relationship attributable mainly to the trusication of the sample rather than Jto a 
backward bending supply curve. Actually, ,the likeliest Explanation of the positive 
coefficient is probably a mechanical one. When a worker loses his job, the fall in 
earning's is larger the' higher - his wage rate. ,If high wage workers lose their, jobs as 
frequently as low wage workers, , thfere will be a positive relationship between the 
wage rate and the variability in the earnings. ' ' 

The strongest variable for each race is transfer payments other than , NIT and AFDd-UF, 
This includes- social security, pensions, i^nemployment' insurance, workman's compensation, . 
veteran's disability,, etc., although we have no breakdowi^ of these separate components. 
The partial correlation coefficient of this tefrm is .064 fo^ whites^ .092 for those with 
Spanish-surname, and, .143 for^Blacks. Although we tried several other jLncome and wealth 
terms; none emerged signif leant Ij; in the regressions.' We, trie^ at various times assets, 
earnings of the spouse and a measure of unearned income excluding the types of transfers 
just enumerated.' (All , were means over time). It 1^ likely that the importance of the 
coefficient of other transfers stems^from the inclusion of unemployment compensation. 
Unfortunately, there is reason to believe that the coefficient is biased. Coefficients 
will be biased if an explanatory variable is correlated* with the error term of the re- 
gression Equation. To see that the coefficient of transfer payments Is likely, to^be 
correlated with the error term, trace the ef feat. of an increase in error. With given 
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TABLE VI-1 * - 

.'Male Equations for the^ Variability of Earnings '(a): 
Regression Results for the Wisconsin Data « 



Variable 



1* Trans^^^rs 



• ■ 7 

Xekbept NIT» AF0'C-UF) • 
2. Wage' 

3^ > Construation 

' ' ■ i ■ 

4. Transportat^-on, 
Conaunlc a t Ib^ s , 
Utilities 

5. Service Industries 

0 

6; White Collat » : ^ 

7. Self-Eiiploye.^ - : 

8. Unknown Ocaupiatioa 

' ' ' ' ■■. * • 

9. One Job Change 

wr 

10 • Two or More Job Chang'es' 
11. Htlalth 



1 o 



12. Trenton 

13* Jersey , 

14. Scrtotori 

15.. Control 

V 

16. Age 

17*. Constant term 



White ■ 

.6.486 
(5.02)*** 

116.8881 
(4,18)*** 

136.9939 
(2.74)** 

123.7470 
(3.23)** 



79.8185 ' 
(2.26)* 

99.3646 
(3.33)*** 

.(2;73)** 



-179^563. 



Spanish-surname 

.9451 
(4.09)*** • 



t, 

-62.9351 
(-1.70) 



. 71.9583 

<2,12).* 

124.2673 
(3.42)*** 



140.6244 - 
(2.64)** 
39.5500 
(1.34) 



^ll3.'5678> 
<-3v?3)*** 



Black ■ 

1.1470 
(6.42)*** 



-244.2823 
. X-3.36)*** 

' r 298..4A85 ' . 
(3,03)** 

r -436.3242 
'(-2.92)** 



137.5688 
(3.67)*** 



304.031 



-70.4193 
(2.39)* 
-194 '.3154 
(-1.60). 



-4.8808 . 
(-2.;96)** ' 
559.048 



r2 

Number of Observations i 
F ratio 



>.29 
■ ,288~ 
16.40- 



.39 

. 119 
10»0b 



,»35- 
12.77' 
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TABLE VI-1 

NOTES' 



Numbers in- parentheses are t ratios. * • , 

***denot^s signficance at .001 level; ** at .01 level; * at .05 level/ . 

The OLS coefficients of the earnings equation us^d in calculating O appe^ in 
Table VI-7. - ^ ' , , . ' 

Oiily males with, positive a included in* regressions. . , 

V Definitions of Variables 

,1. Transfers: mean over time Qf work conditioned transfer income (social security, pensions 
unemployment, insurance, Workman 'a compensation', veteran's disability, etc.), but* 
excludes welfare or public assistance, food stamps, and NIT; in 1967 prices. 
2. Wage: nieatl over time of male "predicted* wage" (calculated by Poirier^ and Watts 
and included on Analysis Tape of Wisconisin Graduate Ijicome Experiment) deflated 
by price index (1967 = 100) . Mean calculated over periods for which^male^present 
and for which positive "predicted wage^* available. The "predicted wage" is used 
throughout this chapter gather than the actual wage in the hope that any endogenous 
cojnponent is thereby removed. * - * * ^ _ . 

3-15. Dummy variable equal to one- in indicated circumstance*, 0 otherwise. First recorded 
industry pr occupation used for 3-8. .4 ' . 

*5. Service Industries: financial services, business and repair services, peronsal services, 
entef ta^inm^nt ajd recreation services, .professional and related services, public 
' administration. ^ - ^ ' • ' , 

6. Whtite Collar: professional and technical; managers, officials and prpprle tars; 



clerical and sales workers. 



11. &alth,: equals one if Elesh health variable on Analysis Tape ever indicates unhealthy. 
15. Control; family assign^ to control -group. - » , - 

Variables includ^ in step^ifee regression, but not appeafning in table^.because of 
'insignificance: „ * . ' 

Trade (wholesale and r^ail) ; service workers; years of schooling; participant in training 
programf ; number of children under 5; days of work lost due to illness; unearned income 
of the^ family (excludingj^e transfers in variable (1), but including an €bcogenous 
measure of welfare or NfiRti earnings of the wife. * ^ " , 
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values of the Independentt variables, the increasecf error increases 0. A higher 

variability might arise from loss of a job. If that is the case, th^ person may be 

' eligible for ut^emplojment insurance so its amount will rise. Therefore, an in- 

♦ 

creasy in the error term may lead to an increase in unemployment compensation. 
It follows that the coefficient of transfer payments will be biased .upward,- over- 
stating the true effect of this, variable. In other words, the problem is one of 
mutiial causation. If unemplojment insurance is more or less a mechanical response 
to unemployment, the fluctuations 'cause the UI.so that' our entire effect is spurious. 
UI should not appear as an explanatory variable for the variation in earnings. If, 



on the, other hand, fluctuations in earnings are larger because people know they 
^can fall' back on a UI sys'tem, then it must play a role in the explanation of earnings 

fluctuations. There ha? been some recent literature arguing that the design of the 

* ' - 3 

current UI system, encourages instability in earnings. To, the extent that this is 

true, our coefficient", although exaggerated because of the bias, has some validity. 

We have not been able to measure the extents of the bias in the coefficient. It seems 

clear that a prime task-, for future gtudies* of earnings fluctuations will be to 

elucidate the effects of the unempl|3mient insurance system on earnings stability. 

Now consider the efffects of the industry and occupation dummy variables. Whites ^ 

in construction and the grouping of transportation, communications, and utilities 

have significantly higher variability in earnings than other workers. Among Spanish- 

9 * /if * ' * ' £1 • 

surname workers, there may be less variability in the service industries, a result 
significant only at the 9% level, whil6 other industries and occupations do not 
seem to differ ,s.ignif ickAtly, Blacks working in white collar industries have signi- 

fica^tly Ifess variability, while self-employed Blanks have significantly higher 

* • , ' , - * . , . , 

values of a. There is, in addition, ' significantly less variability among Blacks of 

unknown occupation. These are for the mo^t part people with recorded earnings at some 
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* » 

- * 

♦ 

time, but who -did not work most of the time. The standard , deviation of a series of 

^ * > ' • . , ' 

zeros and a couple of si^all positive el^ents will be small. It should be remembered . 

■ di 

tliat all of the Wisconsin, data come from cities ln*4:he same region of the country. 
In different areas, people might work in different -industries with differing patterns 
of employment. Thus, our specific results concerning occupation and industry shoulH 
not be generalized to males living in odier areas. In spite of all the 'peculiarities 
possible in individual earnings patterns, we, nevertheless, do find some regularities 
among individuals, even though we have used v&ry, broad, industrial and occupational 
categories. It may be concluded 'that Industry and occupation do help explain differences 

Uidividuals in earnings pattern^, but the specific features of the relation- . 
ship are likely tdSiepend^on the particular sample studied. ^ 

Lines* 9 and 10 of Table VI-1 show that individuals with a h4^tory of job changes 
have significantly more earnings yarlability. For all races, those with two or more 
Job changes have significantly higher values of 0, h^t the effect is stron'ger for 
Spanish-surname and Black individuals than for whites.^ Among white and Spanish- 
surname males, theref is also a significant" effect from just one job change, although 
the addition to 0 is smaller than for those with two or more Job changes. From line 11, 
unhealthy whites have significantly jjdre variability than healthy ones, but a similar 
effect is not detected for other groups. Unhealthlness could affect a in two ways: 
a person who is ill much of the time may seldom work„ giving him a low 0 while a 
person afflicted by Illness J.ntermlttently may have a high 0* Apparently, the two 
types of effects may counterbalance each other among Spanish-surname and Black individ- 

\ials. The age variable in line 16 is slgnf leant only for' Blacks. The negative co- 

* 1. ^ . 

efficient means that earnings variability is high amoung young? Blacks, bu;: tenis to 
decline with age. Lines 12 through 14 indicate significant differences in variability 
between the cities of the experiment for Blacks and those with Spanish-surname, 
possibly reflecting differences in overall labor market conditions facing these two groups 
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There remains the important problem of whether or not the transfer system affect 

the variability of earnings. We tried using parameters of the transfer system as ex- 

'% 

' 4 

planatory variables. For example, we used the guarantee level facing each Individual. 

t 

Introducing it with various combinations of other variables, it waa never significant. 
We also tried the breakeven level — the guarantee divided by the tax rate fac^by 



each individual — but with similar results. We tried dummy variables based on some' 

of the NIT experimental treatment groups (which differ .by tax rate and guarantee level) 

and again found no effect. Of course, differences in rules and administrative pro- 

cedures of welfare programs could have important effects.^ There are significant 

differences between NIT and AFDC-UF in that it is easier as we have noted, both to get, 

on and to stay on NIT. We thtfs introduced a dummy variable equal to one foV members 

of the control group and zero for others. This variable was strongly significant 

/\ 

for those with Spanish-surname implying a lower value o^ 0 for Spanish-surname members 
of the control group. One interpretation is«that>the various restrictions in the 
AFDC-UF program made it less satisfactory compared to NIT as a cushion of support in 

the face earnings variability; AFBC-UF recipients thus tried to avoid variation^ in , 

~ ' . . ^ 5 

their earnings. It is not clear why the other groups were uot similarly affected. > 

For whites and Blacks, then, we have not been able to detect an effect'^of* the transfer 

» system on the variabil^ity of earnings,. For th^ Spanish-surnamed we find an effect, 

although the interpretation is uncertain. 

' 2 * ^S^^' 

Now consider the overall, quality of our .estimates. The values of R are perhaps 

somewhat low, but. the F ratio, reveals significance for each regression at less than 

.001 level. ^Indeed', it is not surprising that mucH unexplained >>ari^nce remaind. 

The 0. used as the dependent variable for each individual is the standard deviation 

i - . t .. . - > . • 

of a time series of only thirteen elements. * Moreoyer, there is conside/able err^or 
N^in measuring the period-by-period earnings figured. Our earnings data are earnings 
for the last week in the quarter, multiplied by thirteen "^(the number of weeks in" a. 
jquartBr)'to put yjem on a quarterly basis. ' Weekly earnings are only imperfectly^ 
rjelated to quarterly earnings, -which is what we are trying to. explain. 
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Mutih of the unexplained variance is thus a Consequence of errors in measurements. But, 
». . 

*• • "» , 

in addition, there are antique aspects to phe earnings pattern of each Individual 

* ^ ' * ' ^ . ' * : • - ' 

which will never be explained by a few easily measurable variables* Given the 
intricacies 'in studj^^^earnings patterns, the problems with measurement, and the * 
unique elements of e^^ndividual's situation, the surprising thing is perhaps that 
we explained a*s much of the variance as we did. 



show the, consequences, oL-j:hese results^ Table VI-2 presents predicted values 



of O for yarious typesVpf indivxc^uals. We take as our standard of comparison in line 1 

'•the value of a for a labo^^ in a manufacturing industry in Patterson earning $3.80 

(the tneanVag^* for whites) who has never chatig'ed jobs, is healthy, 40 years old, in 

the^ experimental ^roup, and who has not received unemplioyment insurance. Each other . 

line presents *the value of O for an individual identic^^i^^iJj/the standard individual' 

except in the one characteristic listed on that lineL,;Each number in the table 

should be interperted, as the average deviation per quarter^ measured in dollars, 

of a person's a.ctual Earnings from his mean earnings. For exam^e, a standard Black 

male (line 1) has a a of $364, indicating that-in the average quarter, the fluctuation 

in *hi8> earnings is $364 above ^or below the mean level of this earnings. Notice that 

except for cOnsti;uction workers and those with health problems, whites generally 
*» * * 

are predicted to have the lowest variability. '.On the other hand, JSlacks tend to^ have 
the highest predicted variability, except for older workers and white collar workers. 
; . . b. Michigan ui^k ' ' ^ '* . . 

The Michigan data include five annual observations on most variables 
for each household. Each annual earnings f igure^^cov^rs the entire year, ngt, as in 
the case oP the W£sj:onsin earnings series, just' the last week of the period. This 
r^uces one type of * measurement error. The Michigan data permit the study annual 
f luctiiations In earnings rather .than the quarterly fluctuations studied with the 
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Wisconsin data. This could be a disadvantage If f luctuat^lons ^are of short duration. 
Consider, for example, a person who has several short fluctuations each year. If 
the pattern Is the ffame each year, annual earnings will show little change evei;i , 
though the person has a volatile earnings pattern. There is a better opportunity 
to detect short run fluctuations using quarterly rather than annual data, but the 
. annual42^ata should uncover longer lasting fluctuations. As one final element of 
comparisc^, the Michigan data are based on a national sXtaple, while the Wisconsin 
data aresall from same area. The national ^ple is likely to include n^ore 
varieties of experienc^. pn the other hand, if earnings patterns differ by locality, 
a nationwide cross-section which portrays the "average" pattern may not give a 
satisfactory picture of wHat determines earnings variability in any particular locality. 
It is necMSary to remember these points in comparing results from the two data sets. 

RegressioiT results for the variability in male earnings are presented in Table VI-3. 
In the Michigan data, earnings are measured in hundreds of dollars so the standard 

« 

deviation has the same units. For the Michigan data, we .present separate results 
for two categories, 1) whites and 2) Blacks and other minor itie^^, 'THe variables are 
explained in » the notes to the table. * . * ^ * ^ 

As with whites in the Wisconsin sample, the wage rate is strongly significant, ^ 
now for both racial categories. Unemplo3rment insurance is "now measured separately 
and is ^Iso a strongly signf leant variable for both groups just as it was in Wisconsin. 

Again, there is' reason to believe that an unknown part of Its effect is the result 

*. ♦ 

of statistical bias. In contrast to the Wisconsin results, we now find, 'for whites 

at least, a significant impact of the economic situation of the family on the pattern ^ 



of earnings of the male. Fqr example, lir^e 3 shows a significant positive effect of 
unearned income other than UI on the variability of earnings. This means that more 
unearned income in the household encourages greater variability in male earnings. 
The unearned income measure includes the guarantee level of the, rtransf er pa3rment 
system for recj-pients, so* this result suggests that the welfate system^ may eHcourage 

■er!c , ■ ■ ■ • _ 



TABLE VI-2 ■ ^- i ^ r 

Predicted Values of a for Males, Wisconsin Data 

(Based on coefficients in Table VI-1)' " 



V 



Each Individual is identical with standard individual, except in 
the one characteristics listed. 



» 


* 


White 




Spanish 


1.- 


Standard. 


265 




304 


2. 


Construction Worker 


401 




304 






265 




304- 


3. 


White Collar Worker 




4. 


Changed Jobs Twice 


364 




428 




* 


331 ^ 




304 


5. 


Unhealthy 








265 




304 


6 


Age 20 








265 




304 


7. 


Ag» 60 








329 




399 


8. 


Average UI Benefit 






over time of $100 








9, 


Control group " 


265 




190'' 



Black: 

,364 

364" 

120" 

502 

364 

461 

266 

479 

3$4 * 



Standard individiial: laborer in manufacturing in PatternsoQ, 40 years old, 

healthy, no job changes, experimental group, never received UI, earned $3.80 an hour. 



f 
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Male Equations, for the Variability of Earnings: 
Regression Results 'for the Michigan Data 



Variable 
1 • Wage 

> 

2* Unemployment Insurance 

3. Other Unearned Incomie 

4« Earnings of Spouse 

5* Number of Periods Spouse Present 

6. Age 

0 

7* Number of children 

8* Transportation, Communlc|itlons, 
Utilities ^ 

9. Farm Work 

10. Army 

11. Dur^ible ManufartSturing ^ 



12. White Collai 



13. Disability 



14. Constant 



White 

2.8448 
X6.82)*** 

, .8718 
(3.82)*** 

.0802" 
(3'. 75)*** 

.0906 
(2.44)* 



-.1163 
(-3.85)*** 

-.7406 
(-4.26)'***- 

4.2346 . 
(3.05)** 

3.1212 
(2.88)** 

6.0835 
(2.33)* 

-2.2999- 
(-2.14)* 



Blacks and Other Minorities' 

2:2504 ' 
> . , (6.54)*** 

1,1469 
(6.36)*** 



-.5322 
(2»88)** 



2.4549 
(-2.31)* 



7.212 



5.2876 
(4.22)*** 

1.8894 
(3.13)** 

3.482 • 



R ! , , 

Number of Observations 
f ratio (d.f.) 



.32 

335 

15.20(10;324) 



.25' 
454 
24.35(6;447) 



n 
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NOTES 



The OLS coefficients of the earnings equation u^sed in calculating a appear>-ln 
Table VI-8. . ' 

Only males , with )po8itive 0 included in regressions. 



Definitions of Vdriables 



\ 



1* Wage: mean over time of average hourly earnings for each year, deflated by consumer 
price index (1967 « 100) • , Mean calculated only ovfer those per;Lods for which male 
was present and had positive earnings. . ' 

" 2. Unempldyment Insurance: mean over time of UI benefits, deflated by price index. 

3, Other Unearned Income: calculated in same way as Unearned Income, Table VI-8, 
except Ul ebcc^uded. 

4. Earnings of spouse: mean real earnings of spouses. Value of zero assigned in each 
period when spouse did not work or was tiot present* 

< • ■ 
^-1^. Dummy variables.^ . ^ , ' 

12« White Collar: professional, technical; managers proprietors; self-employed; 
clerical; sales* 

-,13. Disability: equals one^ if ever any indication of disability. 

if 

Variables included- in step-wise regression, but not appearing in table because of in- 
signficance; Craftsmen and foremen, operatives; non-durable manufacturing; construction; 
trade (retail and wholesale); government worker; high school graduate; recipient of 
."j^ob training; disfigured; number of job changes; North central region; South; West; 
mean oveir.time of guarantee level in state of residence, corrected for family size. 
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instability in white male earnings in the Michigan sample. A possible interpretation 

Is that white males tolerate (or^ choose) more variability in their earnings as long 

as they know there is other income available to the household. Consistent with this 

t, ^ 
view is the significantly positive coefficient on line 4 iov the earnings of the 

/ 

spouse^ again, just for whites. 

Whereas family income may encourage vat lability in male earnings,* other aspects 

of the family situation of a male seem to limit that variability. For Blacks and othet 

minorities, variability is, lower the longer the wife is present, shown by the negative 

coefficient on line 5. For whites, the number of children seems to impose a, similar 

pressure in restraining variability, indicated by the negative coefficient on line 7, 

For whites, variability declines with age. Various industries and occupations affect 

variability. Variability is higher among whites working in transportation, commmuni- 

cations, utilities, agriculture, and among those who were in the Army at an early time 

in the survey. It is lower in durable manufacturing. Among Blacks and other minorities, 

variability is lower in transportation, coimnunications, and utilities, but highet 

for whitfe collar workers. Disabilities incre^ase variability among non-whites.. 

2 

All regressions are significant at the .001 level. The values of R are similar 

to those from the Wisconsin equations. 

» " * * 

3. Female Equations 

a. Wisconsin data 

In both the equations fot«"mfean earnings and for the varia|)ility in 
earnings, we Include only individuals who at some time had positive earnings* Since 
so many women in the Wisconsin sample never worked, we have a fairly smaflLl number 
of observations for our regressions. The number of Spanish-surname females who worked 
was too small to give significant results, *so we combined Spanish-surname and Black 
females in a single category. Thus all female results using Wisconsin data are 
presented for just two categories. Results for *l^e equations for the variability of 4 
earnings appear in Table VI-4. 

ERJC 185 ■ ■ 
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Female Equations for the Variability of Earnings: 
Regression Results for Wisconsin Data 



2, Unearned Income (Excluding UI) 



3* Assets 



4. OneJob Change 

5. Two or More Job Changes 

6. Op4h:at.''ve 

7 . ' Service Occupation 

8. Control Group 

9. Trenton 

10. Jersey City 

11. Scranton 

12. Constant. , . 



Whites 

46.1328 
(3.35)** 

-6.4588 
(-4.01)*** 



71.7067 
(1.99) 

40.3200 
(1.42) 

-62.7064 
(-1.78) 

-50.7284 
(-1.69) 

-150.9746. 
(-1.69) 



-138.1891 
(-4.56)*** 

283.329 



Blacks and Spanish-Surname 

101.1981 
(7.93)***.. 



-4.3740* 
(-2.39)* • 

: 68. 1229 ' 
(2.13)* 

80.0956 
(2.27)* 

79.6514 
(■3.26)** 



38.4936 
(1.52) 



-64.4770 
(-2.45)* 



-12.744 



\ lumber of 'Observations 
F ratio 



.S6 
82 
11.43 



.48 
92 
10.87 
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TABLE VI-4 



NOTES 



The OLS coefficients of the mean earnings equation used to calculate a appear in 
Table VI~10. (5nly women with positive a are included in regressiofi. . ^ 

' ' 'V ' j 

1, Wage: mean over time of female "predicted wage" (from Wisconsin Analysis T^pe) 
deflated by Consumer price indek. Mean calcualte'd* over periods for which female 
present and for which positive "predicted wage" available. Calculated dhly for . 

. women who at some time during the survey worked, 

2, Unearned income: excludes UI benefits but otherwise calculated in same way as un- 
earned income in Table VI-10 (see notes to that table) . 

3« Assets: finai}clal assets, in 1967 prices, ^ 

4-11, Dummy variables equal to one in indicated situation, otherwise zero. 



Variables included in stepwise regression, but not appearing in table because of in- 
significance?! Non-durable manufacturing; trade; service industries; unknown occupation; 
number of children under 5; received job training; number of work-days lost due to 
illness; UI; mean earnings of the husband. 
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-As^^itfr wales f thj& vage rate^ is gtrpn gl y gfgn i flcattt, urtth a ^s±tlve coefftclent f 
for both racial categories '<Table 71^4, line 1). But there is a difference from ^ the 
males in the effect of other family income. ' Wheyeas white males in the Midhigan sample' 
had p9sitive coef f ici^ufis for measures of other fapily resources, the Wisconsin * 
female equations shoW negative coefficients for similar variables." For white flmales", 
unearned income (excluding UI) is strongly significant with a negative coefficient 
' (line 2) , while for Black and Spanish-^urhame females it is an asseiEs variable that 
has the negative significant coefficient (line 3) . Both of these r'esults show that 
as the resources of the family increase, the variability of female earnings decreases^ 
Since unearned Income Includes the guarantee ^level o£ the transfer system, apparently 
welfare may reduce the variability of fjemale earnings. To understand this result,^ 
note th^t the. standard deviation of a series will be small, either if the serle^ is; 
q^ulte stable at a positive level or if the ferles stays at zero most of the ti^^* 
Our theory of mean earnings (to~ Be tested in Part B) suggests that an Increase ^ ^ 
in unearned Income will reduce mean earnings. The white males of the Michigan sample 
apparently accomplish the rediiction in mean earnings by taking more breaks in employment* 
This shows up as greater variability^ but it does so because they continue to worU, 
only more sporadically. On the other hand, the results for. Wisconsin females suggest 
that the discouragement from higher unearned income tends to induce them to leave, 
the labor market altogether. For if earnings are reduced to zero' much of the time, the 
variability in earnings becomes ver^ small. Indeed, of the 82 white females entering « 
the regression, 50 had positive earnings forsJ.ess than six quarters out of thirteen, 
while the similar number out. of the 92 Blacky and those of Spanish-surname was 54. 

We find no effect of unemplojmient insurance in these female equations,. The only . 
other significant variable fqt whites is the dummy variable for Scranton. Among Blacks 
and those of Spanish-surname operatives ^have significantly higher variability as do 
those who change jobs, while residents of Jersey City have less. 
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b> .!flchl^ari Da t a» Female Heada^ — ; — 



The negafive Incotae tax experiment In New Jersey -atid- Pennsylvania' 
^ coveredv ohly malv^-headed families, so the only families in our sample are those 
Initially having *a m^X^ head. In contrast, the Michigan data are based on a sappli ' 
of the entiife. population and so^ include a sizable' number of female-headed families'. " 
In studying female ^earnings in the* Michigan sample^ we treat two groups separately; 
(1) females who were family heads. for the entire' duration of the survey; .(2) females 
who at^some time during the survey Jwere spouses. Fo'^ each group, we separate further 
. whit§s from Blacks and other minor it;ies. ^We proceed now to examine the regression 
results presented in Table VI-5, for the female heads. 

Note first that the explanatory power of the equations for this group, 'measured 

2 ' . 
by R , is substantially lower than that for all other groups. . The results ^^®*-\^ 

nevertheless, interesting because of the strong contrast they show between the finale 

heads of the Michigan sarfple and . the feitfale spouses of the Wisconsin sample in Table VI-:4. 

First, the wage term is not significant for female heads in the Michigan sample. Second, 

no meadure of other family Income or assets is significant either. Thus the economic 

variables which might have reflected vp^-uotary instability^ or withdrawal from the labor' 

force for the Wisconsin female spouses do not seem^* to affect the patterns of the Michigan 

female hjeads. Unemployment insurance has a significant effect on Blacks ancl ot))ter " 

minorities. * The variables that do matter are some. of the dummy variables for Industry, 

occupatloai and oth^r personal characteristics. i ' » \ ^ ' . , \ ... 

c.^ Michijgan Data, Female Spouses ' * - . ' 

The results for the female spouse^ of the Michigan aampJLe^are' presented 

in Table VI-6.^ They are more similar* to the Wisconsin femaj.e spouses than to the 

Michigan female heads. The wage is again strongly significant for both whites and Blacks 

and other minorities. There is no significant effect of a Viafiable for other family^ * 

Income. However, the varia^e measuring the num^^ser of periods the nead is present 
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■TABLE VI 5 



* PfemalegHead Regression Results fqr the Standard Deviation ^ 



Varisibles * ' \ ^ ' . 




' BlacJks and Other- Minorities 


!• Unemployment Insurance 




1.1115 
(2.99)** 


• « * 

2« Professional, foanaglsrial worker^ / 

oi; self-employed • * ' » 


1.8129 
. (1.11), 


6.1195' 
; (4.01)*** 


.3. ' Clerical Worker,, s »* 

> 


■ 2,2392 
(2.04)* 


2.9699 
(3.63)*** 


4. High School Graduate 


1.1979' • 
(l.i&) 




5 . Job Training ^ . ^ . * 


«.3.1639 - 
• (2;'63)* 


1.2745 

. ' (2.53)* 

» 1 , ' ' ^ 


6. DisabilitylT / ' . ' * 




' ^ , *' ' ' -' ' , 

^ . -.759L . 
/ ■ ^ . (-1.90) . 


7. West \ , " ^ - * ' . ' : 


\ 1.4413 
• >a.-43) 




8. ' Constant * ^•^ • , 


' • . '2.8'00 


. 'v,^ 4.669"' ' 



.2- 



Number ot/Observatipjis 
F, ratio (d.f'.) , 



" .18 
" 97 

3'.96(5;9L). 



345 , . 
,fOr56(5;33d) 



NOTES 



The OLS lipeff icients of the mean earnings equatioji used to calcuJLat.e a appear in Table 
A woman is excluded from the regression unless its a is greater than* zero. ^ ' „ * 

» ' . ^ ' . ; • » " ' ^ ^ . \ , * » * ^ • ' 

1. ^ Uneii^oyment Insurance: as iri Table -VI-S. " :^ 

i-7«'Diiinmy variables equal one in ipdicat^d circumstances, 0 o^iheifwl^e., ^ ^ - ; _ 

Variables included in stepwise regression, but omitted' due to insignif icahCeV Operative^ 
durable manufacturing;^ non-durable maijuf acting;, traae;' government wprkers; age|_number^ 

children; disfigurement; number of Job Qhanges; unearned Incpme excluding UI; North 
Central region;' South; inWn guarantee of ^welfare, program in state' ctt residence. 

^ ' \\ - ' ' " ' ^' / ^ 
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Variables 



FjBltitfue Spouse Equations for the Variability of Earnings: 

. • Regression Results for the Michigan Data 
/ , , - ' ' ' 

. * Whites .Blacks and Other Minorities 



1* Wage'/ ' ' ' 

2, Number of Periods Head Present 

3» High Scjiool Graduate 

4. Ptofessional, Managerial, Self-Employed' 



5. Manufacturing 

6. Trade 
77^ Clerical 
8. Constant 



3.2483 
(8.48)*** 

* ^^020 
(-2.96)** 



3.3403 
(3.64)*** 

2.3332 
(2.72)** 

1.4652 
(1.89) 



3.022 



• 2.8823 
(8.33)*** 

-*.5866 ^ 
^-3.89)*** 

1.1036 
(2.59)* 



3.0672 
(4.94)*** 



-1.4243 
(-2.01)* 

2.905 



-7 Numbeif of Observations 
F ratio 



.35 
265 
28.43 



.29 

365 
29.77 



NOTES 



The OLS coefficients of the. mean earnings equation used to calculate a appear in Table, VI-11. 
• - ' • ^ 

1. Wages:^ mean over time of average hourly earnings in 1967 prices for years in which 

the woman worked. • ' ' . ' ' ♦ 

v , . . • 

3-7. Dummy variables equal tq one in the indicated' ci;t'cumstance, zero otherwise. 



Variables included in stepwise regression, but omitted due to insignificance: Operative; 
agriculture, forestry; goverxment worker; age; number of children; unearned income, 
husband's earnings; North Central region; South; West; mean guarantee level faced by family. 
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fs strdijgly significant , with a negative coefficient for both racial Categories* 
This variable may, reflect the same phenomenon as the unearned income term of the 
Wisconsin female equations. We argued there that otlier income in the household ,tends 
to induce wom^n to leave the iabor^ force, leading to loi^^variability . If the husband 
is the source of other income^ the more lie is present,, the n^re the wife can withdraw*" 
from employment. In contrast to th^ Wisconsin result, the fact that the presence 
of the husband rather than his parning^ is the significant variable suggests the 
possibility that the inducement to remain home may be chiefly social or psych9logical 
rather than only economic. , i 

B. Mean Earnings . , ' ' 

In Chapte? V we developed our equation for mean earnings which depends on the 
wage ra1;e of the individual, the wage rate of his spoiide, and a measure of unearned 
income. In the tests we performed of the mean earnings equations,^ the wage rate of 

the spouse never emerged as a signficant variable. Usually, it ^t least had the right 

s ♦ ' * 

sign in female equations, but not in the male equations. In contrasts to the mean ear-j- 
nings equations, our results for the variability of earnings suggest the possibility 
of important effectS of the husband on ^he variability of the earnings of the wife. 
Otfiers, like Gronau,^ have attempted to design more sensitive tests of intra-family 
effects. In view of our experiences with our mean earnings equations, ^e will . 
present only results with the spouse's wage excluded' from the regression. In section 
1, we discuss the results of our mean earnings equations for each' grbiip studi^ SLXiAf/ \ 
in section 2, we examine the implicatibns of the results for the quest ion^f how. a'^ 
transfer payemtns* system affects earnings. * ' ' ' 

1. Discussion of Regression Results . ' . 

a. Males : . , 

.From the Cobb-Dbuglas formulation of the utility function \n Chapter V, * 

«' " ' 

\!re deduced that in ^ the mean earnings equatior^ the coefficient of unearned income should 



: jj^j^g yj^y n: . -^bnr:, 

Vr y y 

Mean Earnings Equations for Males: Regression Results,: Wisconsin Data 



White 



y^t>anish 
Surname 



Blacks 



Variable 


" OLS 


GLS 


OLS/ 


GhS 


OLS 


- GLS 


Male Wage 


302,6792 


494.1040 


382 194'? 


* 


J JO •7/^1 


-383.6920 






JH^ www 






(3.77)*** 


(45.10X»f** 


Unearned 


-.1345 


. -.1041 . 


/ 

■ - .0325 


T.'0232 


-.6668 


-.0430 


Income 


(-5.48)*** 


(-4.74)*** 


(-1.'70) 


(-1.19) 


(-2.52)* 


(-2.13)* - 


Constant 


167.93 


-1.550 . 


229.442 * 


-.479 . 


82.681 


1 -.635 


F ratio ^ 


*.18 ^ 


' .61 


.15 


.^8 


.09" 


.85 


31.75 


227.81 


,10.97 , 


131.08. 


9.91. 


582.^.4 


Number of 












Observations . 


294 




128 




211 


r 



OLS: . ordloary least squares 



GLS: Geberalized least squares 



/ 



/ ' . ^ . TABLE VI-8 

Meaa Earnings Equations £o.r Males: Regression Results, Michigan Data 



Variable 
Male Wage 

Unearned It^cotie 

Cdnstattt ■ . . 




White 



OLS 



-.1125 
.(-2.57)* 

8.682 



GLS •, 



16.1201 ' 19.8278 
,(19.65)*** (44.92)*** 



-.1576 
(-3.54)*** 

.186 '■ 



Blacks And 
Other Minorities 



OLS . 



1 GLS 



17.3019 22.9522 
(30.06)*** (4?.91)*'^* 



-.'2160 
(-7.17)*** 

6.112 



-.0970 
( 4.12)***, 

-.895 



dumber of - Obsexvat ions 



.49 
149.11 
411 



.83 
1024 ..98 
439 



.64 
467.88 
334 



.79 
1056.45 

^ : ^77 



er|c- 
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TABLE VI-7 

NOTES 



Only males witl}» positive mean earnings included in regression. 



TTean earnings: mean over time.,.oF~maie earnings (including zero earnings) ^ri~T?67 frlces^ 
Mean computed over all quarters for which the man was present in the surveyed' household. 

Mal.e wage: Same as Wage, Table VI-1. 

' " -» 

Unearned Income: calculated for each quarter accoring to formula, 

(1-t ) Q + G /^y 

^ (see equation (V), Chapter V). 

^"'e ^ ■:' 

Then, the mean over time of these figures ^ is the variable used. Q is the income of the 
household, less earnings of the husband and wife^ and less NIT or AEDC-UF payments, in 
1967 prices.' (It includes the earnings of ojher family members since we do not try 
to explain them, but treat them as if they^^T;^re exogeneous.) 

t is the tax rate on unearned income, tg is the tax rate on earned income, G the guarantee 
level of the transfer system, in 1967 prices. ^ 

' # „* . * 

For a person receiving neither NIT nor AFDC-UF, we ^assume t » 0, t » .05 to allow for , 
the social security tax on earnings, and G = 0. (We ignore xhe positive tax system 
since most of our sample will be little Effected by it.) -.^ 

For a person receiving NIT, t « t_ is determined by*the experimental treatment group 
to which his family is assigned, 'however, the earnings tax is applied to earnings 
after deducting the social security tax. We thus use a denominator of .95 (1-tg) . 
The guarantee as a percent of the poverty line is determined by the experimental 
treatment group^. The poverty line is determined by the family size and number of 
spouses present. (S^e Wisconsin staff memo, "Key to Plans.**). 

o 

For a person receiving AFDC-UF, = 1. Since we cannot measure work related expenses, 
we assume that the average effective tax on earnings is tg « .5, which includes a deduction 
,for social security taxes. The guarantee levels are those prevailing each period in the 
New Jersey and Pennsylvania AFDC-UF program, with adjustments for family size and number' 
of spouse present. (Our information on AFDC-UF guarantees was obtained from The Home y 
Economic Advisory, State of New Jersey, Division of Public Welfare, and from the Bureau 
of Pplicy, State of Pennsylvania, Department of Public Welfare.) 

For a person receiving bafeb-JLn a quarter, we used the NIT parameters. 

Note on price deflation: since the experiment ran over different periods of calendar 
time in the four cities, it is necessary always to deflate for each city sepfirately. 
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TABLE VI-8 

NOTES 

Only males with positive mean earnings included in regression. 
Descriptionrof^ariables ^ • 



Meau earnings: mean over time of male earnings -(incinding^^Hra ea r nin gs) In 1^7 prices 
Mean calculated over all years for which the man was present, 

Male wage: mean over time of *average annual earnings in 196T prices. Mean calculated 
only oVer yeara for which average earnings positive. 

Unearned income: ^ calculated for each year according to formula, 



i-t 



^ (see equation (7), Chapter IV). 

" E . 



Then, the mean over time of these figures is the variable used. Q is the income of the 
household, less earnings of thq husband and wife^ and less welfare pajraients, in 1967 pri 

For a persoii not receiving- welfare, we assume t,. » t_ » G « 0. . 

Far welfare recipient, t-^ « 1. We assume that the average effective tai^ rate, allowing 
for work expenses,- 'set-aside, and social security tax Ts t- « .5. We obtain estimates 
of the guarac^tee level for a family of 4 for each state each year from Gertrude Litwin, 
. "States'* Methods for Determination of Amount of Grant for an AFDC Size of Four (1 Adult 
and 3 Children),/' unpublished table. Department of Health, Education, and Welfare, 
January 1972; and from U.S. Department of Health, Eoiucation and Welfare, National Center 
for Social Statistics, NCSS Report Series D-^Z, 'JOAA and AFDC: Standards for BAsic Needs 
for Specified Types of Assistance 'Groups." ^* 

To correct the guarantee for , family size, we assumed in the first year a $40 extra 
payment for each individual above fdur in New York. The aniount in other states is 
assumed tp be the fraction of $40 equal tp the ratio of their guarantee to the New York 
guarantee for a family of four. We then, correct this figure in other years based on the 
gifowth in the guarantee level in each state.: . ^ 

In view of 'the complications In calculating actual benefits and the arbitrariness of our 
procuedures, it is not surprising that occasionally actual welfare payments to a JEamily 
^exceeded our estimate of the guarantee. In such cases>we used the actual payment as 
a substitute measure of the guarantee. ^ u 
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'>be negative and between z.ero and minus one, while the coefficient of the wage rate 
should be positive. Examination of Table VI-7 for the Wisconsin data and Table VI-8 



for the Michigan data reveal that all male equations satisfy theae conditione. 



All .coefficients are significant except that of unearned income for the Spanish-surnamed 
in the Wisconsin sample. The ordinary least squares (OLS) and generalized least 
squares (GLS) coefficients are similar, with the GL§ wage coefficient somewhat higher 
and the unearned income coefficient somewhat. lower than the' corresponding OLS co- . 
efficient. The constant term is affected by the GLS technique. Compared to the OLS 
constant term, the GLS constant is veiry close to zero, conforming to our theoretical 
requirement that the^constant term be zero. The biggest difference seems to' be in the 
higher 1R of the GLS equations, indicating that the equations for the variability in 
male earnings contribute substantially to the explanation of average earnings. In 
principle, the GLS estimates are preferred. We did indicate some possibility of bias 
in the earnings variability equations which coul4 reduce the reliability of the GLS 
estimates. Nevertheless, we shall rely on them in our remainitig discussions. 

There are possibilities of bias in these resi^^ts. Unemployment insuratfce is 

. \ • . ' 

included in the measure of unearned income. withjztie earnings variability equations, 

causality ^runs not only from UI to earnings but also the other way, creating, bias in 

' \\ * 

the coefficient estimates in two ways. J?irst, UI is received because of unemplojmient 

f " ^ • ' 

when earnings are zero. The more a person is unemployed, the lower his mean earnings 

• "» . . ' 

.will be, but the higher his UI benefits. This produces a negative bias in the co- 
efficient of unearned income. Second, .Ut benefits are hi^/her, the higher a person's 
earnings before'^ he lost his job. This means that higher mean earnings will be , 

associated with higher UI, fo? a given length of time^ unemployed. But this creates ^ ^ 

/ 

-a positive bias in the coefficient of uijiearned incom^. It is not possible *to know 
Which bias/ is stronger or whether they just balance 6ach other. ' , ' 
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To invest igat^^ur estimates further, it is useful to unscramble the coefficients • 

In Chapter V, we demonstrated that the coefficient of unearned income is - a , where ^ 

' * m 

g is the coefficient of leisure of th e ma le i n the Co bb-Douglas ut ility function, ^ 



'it measu res the fraction of '^full income" th at the household choose s to devote to 



leisure. In other words, there is ^ome maximum amount that the person could can- 
ceivably work, H^^. Tl^e "full income" of the household is its income on the assumption 
that the male (and other household , members too) work the maximum amount. In fact, 
'the husband will ordinarily work less than taking some of the family's full income 
in the form of leisure. The amount of income foregpne for the sake of the leisure 
of the male is the fraction a^^ of "full income." Thje coefficient of the wage rate 
was shown to equal (1"^) Hj^* We argued that H^^ should not be considered a technical 
constant, bu^ rather is a> Jb^havioral parameter. It might measure the maximum amount 
an individual could be induced to work under the most favorable circumstances. Alter- 
natively, H^^ m±g^;it reflect a limitation t)n the amount the individual is able to 
work diie to external market forces. Itftiividuals often cannot work the amount they 
want at the prevailing wage. In particular, we know that there was a substantial 
^mount of unemployment in the cities of the NIT exper lament, and this unemployment 
increased during the experiment. Blacks and Spanish-surnaibed were particularly affected 
To an extent, external market forces have already been introduced in .the equations 
for eamiings variability, bt^t we then investigated only fluctuations in earnings about 
the mean. But the mean itself was reduced for the entire duration of the experiment 
because of external market forces. The depressed state does not show up in wage rates, 
j^hich are inflexible* downward, but in unemployment. A convenient way to introduce, 
external market factors into' the mean earnings equation is to assume that they play 
'a roie in determining H^. Thus, should be interpreted as the maximum amount that 
a person either would be willing to work o£ Would be able to work given current market 
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conditions* from the actual coefficient estlmi^tes, we can deduce the values of 
(X^ and-'H^^hlch a re- preisented In Table VI-9, 

Fnr thaWcjcnnairy QatnpfOj f-Vioro ^ro nn^•^r^aKlo r^-f f f oy^^nroQ -fn arid 



race. Is highest for whites , lowest for ttiosQ with Spanish surnames, and 
intermediate for Blacks. Whites would devote about 10% of "full income" to leisure 
while thos3 with Spanish-surnames would give up only about 2%. Thus» the actual 
work effort of those with Spanish-surnames will be much closer to their maximum 
fi^ than for whites, with Blacks in between. But now consider the estimates of 

There are big differences here, with the largest Value for whites and the 
smallest fot Spanish-surname. Assuming a 40-hour week, a person would work 520 houra 
per quarter. But we estimate a.maximu^n work effort for whites of 551 hours, 400 
hours for Blacks, ^ivi 374 hours for those with Spanish-surnames. We cannot dis- 
tinguish an voluntaril^r^ low from one low because of market pressures. Never- 
theless, our results are at least consistent with the idea that Blacks and those 
with Spanish-surnames h^d considerably more difficulty in obtaining employment during 
the NIT experiment . . - ' - ^ 

For the Michigan sample,> Blacks and other minorities had a lower value of than 
whites, but a higher value of ll^. A 40'*hour week would lead to an annual work effort 
of 2,000 hours. The estimated values of are considerably higher than this for 
both whites and non-whites. Apparently, unemplojonent was a less serious problem 
for those in the Michigan sample than for those in the Wisconsin sample. On the 
Other hand, the estimates of are higher frpm the Michigan sample* indicating that 
these people were perhaps somewhat more willing to devote their resources to leisure 
than those Wisconsin sample* 

♦ 
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White 

Spanish 
Surname 

Hack 



TABLE VI-9 

Unscrambled Coeff Iclents, Male Equations 
1 



Wisconsin Sample 

(quarterly) 

TloScf^ 551 



Michigan Sample 

(annual) 
.1576 2,354 



.0232 



.0430 



374 
400 



.0970 



Based on GLS coefficients. Table VI-7. 

2 

Based on GLS' coefficients. Table VI-8. 



2,542 



i TABLE VI-10 

Mean Earnings Equations for ^females; Regression Results, Wisconsin Data 



Variable 


OLS 


Female Wage 


120.7832" 




(5.86)*** 


Unearned Income 


-.0467 




(-2.28)* 


Con^tant 


29.483 


r2 - 


• .17 


F ratio 


20.11 


Number, of Observations 


200 



NOTES 



Only women with positive mean earnijigs Included In regressions, 

I 

Mean Barnln^s: mean over. time of female earnings (Including periods of zero 
earnings)^ In 1967 prices. , 

Mean calcliLated only over quarters In which female presepit. 
Female-Wages same as wages In Table VI--4 

Unearned Income: same as In Table VI-7, ^ 
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' b* Females 

The results for females are much less satisfactory, than those for 
males « With the Wisconsin sample^ the GLS estimates for females were compXetexy 



unsatisfactory. In addition the ordinary least squares results for Blacks and those 

with Spanish-surnames were unsatisfactory* We need OLS coefficients in order to 

construct our measure of earnings variability, O. In order to estimate 0, we treated 

the Wisconsin females as a whole in deriving OLS estimates, which are presented in 

Table VI-10. The coefficients have the right signs, and the coefficient of un- 

e^ned income lies between zero ahd minus one. The explanatory power of the equation 

is poor. ^ 

For the Michigan sample, we did obtain OLS estimates , for , both white and Black 

and other minority female spouses (Table VI-11) . The coefficients al^satisfy the 

expected conditions, although the unearned income coefficient for Blacks and other 

minor f ties is not significant. The equation for non-whites is still poor,^ although 

we did use it in calculating 0. The 'GLS estimates for both raaial categories of 

female spouses were again unsatisfactory. ^ The GLS estimates are based on predictions 

of 0 calculate^ from the variability equations. Whereas for males in both thfe Wis- 

consin*and Michigan samples GLS made a strong improvement, the GLS estimates for 

f 

Michigan female spouses jare decidedly worse than the OLS estimates. Thus, for 
female spouses in both the Michigan and Wisconsin samples, we must rely ^ on the OLS 
estimates. 

Unscrambled coefficients for female spouses are presented in Table yi-12. 
The reliability of , these^coef f icients is questionable. However, the estimates of 
Hp are consistent With what might be ^expected. For the whole Wisconsin sample, H^, 
is 127 hours, compared to full-time quarterly work effort of 520. For the Michigan 
sample, H^ is 878 hours for whites arid 899 for non-whites, compared to full-time 
annual work effort of 2,000. The ma^flmum amount female spouses would be willing to 
work appears to be substantially less than the normal full-time effort. Female 

200 . 
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TABLE VI-11 . 

"Mean Earnings Equations for Femalfe Spouses: 
Regres.sion Results, Michigan Data • 



Whites 



BlacTcs and Other Minorities 



-Variable- 



Female Wage 



Unearned Income 



Constant 



7.8346 
(10.97)** 

-.losa 

(-2.93)** 
1.092 



4.9970 
(7.54)*** 

-.0279 
(-1.03) 

3.922 



R 

F ratio 

^Jlumber of Observations 



.30 
64.92 
301 



.13,. 
28.92 
404 



7 



White 

Blacks and Other 

Minorities 
Whole Female 

Sample 



: TABLE VI-12 

Unscrambled Coefficients, Female Equations 
Wisconsin Sampl^^ 



.047 



Female Spouse , 
Hp (quarterly) 

\ in. 



Michigan Sample 
Female Spouse Female Head 



ap Hp (annual) ap 



.1431 
.1976 



878 
899 



.1053 
.0279 



H- (annual 

876 
514 



Based on OLS coefficients, Table Vl-lOi 

Female Sp6use; Ba^ed on OLS coefficients. Table VI-11; 
Female Head, based on 6LS coefficients, Table VI-13. 



NQTES TO TABLE VI-11 
Only women w^th positive mean earnings included in regression. 



Mean^ Earnings: mean over time of earnings (including periods of zero earnings). 
In 1967 prices. Mean calculated orily over years in which female present^ 

\ < • 

Female Wage: m^n over time of average hourly earnings of females* in 1967 prices. 
Mean calculated only over years In which average hourly earnings positive. 

Unearned Income: same as in Table VI-8. . . ■ • ■ ' 
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spouses may reach their IdLmited target by part-time work. The major explanation of 
this result, however, is probably .that the female spouses included in our regressions 



mt^ for a peifiod, but ^ then withdraw frOffi the labor fprce_y.togethe^ jthe: remainder , 
of the time. Indeed, as discussed in Chapter V, the earnings of a pjirson not* in 
the labor force are not explained by the same linear equation that , Explains the' 
earnings of workers. Our treatment of this 3ifficulty was to assume that the earnings 
of ^ anyone who never worked* during the Michigan -or Wisconsin surveys could not be 
explained by our linear model, so that such individuals were excluded from our re- 
gressions. For those who ever worked, any periods of zero earnings were considered 
temporary deviations away from a nonrzero mean. That assumption se^ed suitable enough 
when examining male earnings. Many of our females, however, a^re probably out of the 
labor market much of the time even though they do work at some tinp^sp 'our treatment 
of them is, probably inappropriate. While this reduces the reliability of the ei^tim^tes 
the estimattes/do nevertheless provide a picture consistent with this view. ^ ^ 

We twe^^esiiailar problems with the female heads of the Michigan sample.^ In Table VI-13, 
we do obtain satigfactory estimates from both OLS and GLS. All coef f icientis are sig- 
nificant and satisfy the appropriate conditioii6. However, the GLS estimates are 



slightly worse than the OLS estimates, indicating' that the predicted value^o!^ 0 from 
the variability eqjaatlons do not contribute to the explanatory power of the mean 
earnings equations. Unscrambled coefficients for female heads appear "in Table VI-12. 



As for female spouses, the estimates of IL. are far below full-time work effort. 
2. The Impact of a Transfer Payment System on Mean Earnings 
» We can use our estimates of the mean earnings equations to predict the 
effects on mean earnings of changes in the guarantee level and tax rate of the transffer 
pajonent system, assuming no change in either the wage rate or unearned , non-welfare 
income, Q. Both' the guarantee level, G, and the tax rates, tg on earned income and t^ 
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TABLE VI-13 



-Mean^rnings Equations for Female Heads: 
— HRttgressloir Resul ts r-MlchlganData-^ 



Whites 



Blacks and Other Minorities 



Variable 
Penale Wage 

Unearned Income 

Constant 



OLS 



GLS 



8.5004 7.5229 
(9.04)*** (9.11)*** 

-.1740 -.1431 
(-5.43)*** (-5. 37)*** 



6.572 



1.464 



'OLS. 

9.4317 
(13.09)*** 

-.2050 
(-10.53)*** 

8.192 



GLS 

7.2120 
(10.32)*** 

-.1796 
(-11.30)*** 

2.193 



K .40 .36 

F ratio 58.78 51.27 

Number of Observations 182 



r37 
129.78 



442 



.32 

101.23 



Variables same as Table VI-11. See Notes to that tabl'e. 



■ERIC 



20.3 



- 193 - 



on unearned Income, appear in the unearned Income term for a person receiving transfer 
payments. From eq uations (7) of Chapter IV, we know that the appropriate measure 



of unearned income, N, for a transfer rec ipient is _ 

(l-t.) Q + G 



N- - 



12: 



where Q is the non-transf er, unearned income of the family. To determine the effect 
of a change in either 6 or one of the tax rates on earn^-ngs, we first calculate its 
effect on N. Then, the estimated regression coefficient of N gives the final effect 
on earnings. Notice that the effect of a change in 6 depends on the prevailing level 
of t^. Similarly, the effect of a change in t^ depends on the existing level of 
the guarantee. ^ 

/ ^ 

The New Jersey NIT experiment was designed to Isolate the pure effect of various 
NIT plans. The intentiijn waar to determine whether' an NIT in comparison to no transfer 
plan at all would affect earnings or work effort. As we discussed in Chapter 11, 
this question could not be answered on the basis of the experiment because it^was 
contaminated by iHe introduction of AFDC-UF. The effects of the various treatments 
can only be deduced from a non-experimental pjroc^ss of analysis. Our regression 
results provide a basis for such an analysis. Table VI-14 provides estimates of 
the difference in real earnings between a person receiving each of the eight ex- 
perimental treatments and a person receiving no transfer payments at all. The initial 

^* * 

100% guarantee for a family of four in the experiment was $3300, *or $825 on a q]Ciax:terly 
basis. We will take this as our estimate of the real guarantee. The various guar- 
antee levels for different experimental groups are then given as varying percentages — 



V 



50Z, 75%, 100%, 125% — of this basic fiunount. Undei; the NIT experiment, the tax on 
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TABLE VI-14 



Predicted Reductions in Quarterly Real Earnings Resulting from 
TJIT Experimental Treatments in Comparison to No Transfer 
Payment^ Wiitconain Sample ^ : 




Experimental Treatment 



Male 



Female 





Guarantee 


Tax Rate 


White 


Spanish Surname 


Black 




l; 


50 


30 


$61 


• $14 ■ 


$25 


$28 


. 2. 


50 


50. 


86 


19 


35 


^ 39 


3. 


75 


30 


92 


21 


38 


42 


4. 


,75 ' 


50 


129 


29 " 


53 


58 


5. 


75 


70 


215 




89 


97 . 


6. 


100 


50 


172 


" 38 


71 


78 


7. 


100 


70 


*286 ' 


64 


118 


129 " 


8. 


125 


50 


215 


■ 43 n 


89 


97 



PrMictions assume a family of 4. Guarantees are i^ercents of $825. 
No unearned income is assumed* Family, income is low enough so that family is 
always eligible for benefits. GLS estimates of ot^ used for males^ OLS estimate of 
la used for females. 

Applying the t test for the significance of predictions, we found that all figures for 
white males differ significantly from zero at the .001 level, foiv^females and Black 
males at the .05^1evel, and the results for those with Spanish surnames do not differ 
significantly from zero. 
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earnings t^, was equal to the tax on unearned Income, t^« However , It simplifies 
c^ilculations to consider an individual with no other unearned income, Q. (The pre-^^ 
dieted reduction in earnings^ would be smaller , the more Q the family had.) The 
numbers in Table VI-IA, then, give the di^Eference by race in male earnings and in 
female earnings, not by race, for members of a family of four. Earnings are first 
calculated given a particular NIT treatment, and then in the absence of any transfer 
payment. The difference between these — the reduction in earnings due to the NIT 
treaJtment — .is recorded' in Table VI-14. (Note that the dollar amount of the reduction 
is the same no matter what the initial earnings of the individual.) 

There are substantial differences by treatment group and by race. The earnings 
of white males show the largest reduction; Spanish-surnamed males the smallest. All 
the results for white males differ significantly from zero at the .001 level, for 
females and Black males at the 5% level; for. Spanish males the results do not differ 
significantly from zero. From our formlila, both the* guarantee level and tax rate 
musj. affect earnings if there is any effect of* unearned income. The table gives an 
idea of the ^quantitative effects. The tax rate, for example, is the same on lines 
2, 4> 6, and 8, but the guarantees differ. Comparing ^hese lines for every group, 
we see a larger reduction in Vork effort the larger" the guarantee (although the 

magnitude of the difference by guarantee varies by race). Similarly,- the guarantee 

-J * 
is the same on lines. 3, 4, and 5 and also lines 6 and 7 (at a different level), but 

the fax rate differs. , There is a noticeable Impact front changing the tax rate. 

Although the NIT experiment was originally designed to compare the effects of an 

NIT with no transfer program, we have seen that the actual comparisons in most studies 
.of the NIT were between an NIT and AFDC-UF. Indeed, as the Wisconsin staff has noted, 
.t^e interesting comparison is between an existing program aiid some revision of it. 
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' The welfare contaiiaination of each of the NIT ejiperimental groups made It Impossible 
to observe even this effect experimentally. However, we can attempt to deduce the 
effects of a change in the existing system using our estimated equations for mean 
earnings. The Michigan sample consists of failles faced with the existing welfare 
systetii. "The^ chief difficulty is that there is hot dimply one\existing program, but 
many different ones in different states. We will present, therefore, a few possibilities 
to illustrate how a change in an existing program can affect earnings. Sinc^ our 
results are best for ntales, we will consider adjustments by male* heads using the 
Michigan data. c 

In the fifty states, the average guarantee available to a male-headed family of 
four, including APD.C-UF, General Assistance, and Food Stamps, is $2,431. The effective 
tax rate for a male head, beginning to work up to 20 hours at a wage of $1.60, averages 
4lt; while if' he were to work up to 40 hours at a wage of $2.00, the tdx rate would 
be 88%. To approximate the actual system, we will assume a guarantee of $2,400 and 
a tax rate of 40%. We will then consider an increase in the guarantee of $1,000, 
and, alternatively, an increase in the tax rate hy 10 percentage points. For the . 
sake of comparison, we repeat some of these exercises for a guarantee of $3,600 _ 
and a tax rate of 40% and 70%. We assume throughout that the family has no other 
unearned income. Again, the dollar change in earning's does not depend on the initial 
level of earnings. Results are presented in Table VI-15. 

The predicted reductions f or , whites all differ significantly from zero at the 
5% level and for Blacks and other minorities at the 1% level. The interesting thing 
to observe i^ how the effect of a given change in a parameter of the transfer system 
depends on the fisting system. Consider first the increase in guarantee. A higher 
guarantee would have the same effect oh earnings no matter wHat the initial guarantee, 
so we do not Illustrate this effect. The effect of the guarantee can vary sub- 
stantilly, however, depending on the prevailing, tax rate. At a tax rate of 25%, 
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TABLE VI-15 



PredlctloniB of Reductions in ^le Annual Earnings Resulting from 
Changes in Existing^ograms, Michigan Sample 



Proposed Program 
Change 



Existing IProgram. Characteristics White 
Guarantee Tax Rate 



Blacks And 
Other Minorities 



. 1. Increase gtiarantee 

$i,odo 

2« same . 
3* 'same 

4. * Increase Tax Rate 

by ,10 

5. same 
. 6« same 

7*. same 



$2,400 

2,400 
2,400 
,2,400 

2,400 
\600 
3,600 



4pZ 

70 

.25 
40 

70 

'40 . 
70 



$263 

525 
210 
126 

630 
189 
946 



$162 

323 
129 
• 78 

388 
116 
582 



Predictions based on GLS estimates in Table VI-8. 

Applying the t test^ for predictions, all results fo^r whites differ signficantly 
from zero at the 5% level and for Blacks and other minorities at the 1% level. 
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a $1000 Increase in the guarantee reduces earnings of whites by $lld, or about 70 
hours during the year if the hourly wage is $3. If the tax rai:e is 40%, the ref- 
duction is slightly larger, $263, But when the tax rate is 70X, the eflect is more 
than doubled, $525, In a similar way, Che effect of raising the tax rate depends on 
the initial tax rate ^rid also on the initial guarantee. For example, raising the tax 

if 

xate by 10 percentage points from 40% to 50% has a modest effect on earnings, an 

effect slightly larger when the guarantee is $3600 (line 6) rather than $2400 (line 4). 

However, in both cases the effect is about five times greater when the tax rate is 

raised from 70% to 80%. It thus appears that, at least in our Cobb-Douglas model, 

a given increase in the tax rate has a somewhat larger discouragement effect on ^ 

work effort the higher the prevailing guarantee. In addition, the discouragement 

effect of both a higher guarantee and a higher tax rate depend on the prevailing 

level of the tax rate. For low and moderate tax rates, the extra 'discouragement 

associated with higher tax rates of guarantees is small. However, as the tax rate 

becomes large, an increase in the guarantee and especially a further increase in the 

tax rate begin to have a very substantJLal effect in lowering work. effort. Although 

♦ 

we are not prepared to generalize thes^ results, it is likely that the relationship 
between earnings, the guarantee, and the tax rate will be non-*linear; thus, differential 
responses depending on existing parameter levels should be carefully investigated. 
C. Conclusion . » - i 

- For our statistical investigation of the pattern of earnings, we chose to con- 
centrate, on two measures of pattern: the mean and the standard deviation. We attempted 
to identify factors exjplaining mean eax;nings and those accounting for the variabllijby 
in earnings, to measure these explanatory factors, and to test their significance 
statistically. In chapter V we developed a procedure to estimate Jointly the mean 
and variability eqtiations, thereby improving both. In explaining mean earnings, ve 
relied p]|;imarily on the standard economic model of ^ work effect, in parti^^ular on the 
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Cobb-Douglas variant of that model* ; 

Xn explaining the variability' in, earnings , we had no similar guidance from standard 
ecotlomic theory. J^e speculated that variability depends on market forces beyond the 
control of the individual/ on some of This owid limitations, skills, and abilities, 
also largely beyond his conttol, but also possibly Ion his own preferences « We triced 
to identify variables relating. to these factors, an|^ then by an essentially experi-* 
mental process^ chose those variables that seemed contribute mosi to the explor- 
ations of the variability in earnings. We. found fi^ 



and occupational dummy variables were significant, 



dividual characteristics. It is hard to generalize Vbout these, since what mattered 



varied by group and locality. However, to the extent 



t that a number of industry 
well as siome jneasures of in- 



that these^ ^riables measured 



external market forces, we could coi^clude that much. of the variability in earnings 
is explained by factors^beyond the control of/the individual. But then we found 
variables which suggested a possible voluntary basis to some of the variability. The 
effect of the yiiearned income tei^ for Michigaif males seemed to reflect a desire for 
breaks in employment, made possible by an income cushion in the family on which to 
rely. Although the desire for leisure seems to rise with income, there generally appear 
to be a continuiiig long-run commitment to the labor force. In contrast, the unearned 

income term for females, or, alternatively, the presence of the husband variable, 

' '\ / ' ' \' ' 

prodiiced effects *sugg^ting that & income 'cushion wojild lead to a complete with- 

^ * ' . ' . * • ' 

drawal from the labor— foree. Since transfer^ payments m^y be expected to have an 
effect similar to that of unearned income, it seems likely that they also cotild conL- 
tribute to variability in earnings. Nevertheless, our work in this area must b^ 
considered exploratory rather than definitive. In Chapter VIII, these results will 
be considered once more to itivestiage their pol^c^ implications < ,* , 
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Ve were able to investigate more explicitly the role of the transfer payment 
system in affecting mean earnings. We found for almost all groups a small but 
'significant .reduction in work effort resulting from any increase in the benefits 
offered by the transfer system. Perhap% the -most interesting, conclusion was that 
the effect of any change in the transfer system depends on the program already In 
place* For example, when the tax rate is at low or moderate levels, a given increase 
In it will cause only a modest reduction in work effort. But if the tax is' high 
already, further increases begin to, have much more marked .effects on earnings. The 
effect of changing the guarantee depends in a similar way on the prevailing tax 
rate.^ We are not sure how far we can generalize this conclusion of the Cobb-Douglas 
modely but it seems mfe to conclude that previous studies have not adequately 
investigated the interaction between the 'guaifantee and tax rate. 
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CHAPITER V 

Footnotes 



!• Robert E. Hall, "Turnover in the Labor Force," Brookings Papers on Economic 
Activity . 3:1972 . 

2* Peter F.» Doeringer and Michael J. Piore, Internal Labor Markets and Manpower 
Analysis (Lexington, Mass., D.C. Heath, 1971) • 

3. Martin S. Feldstein, "Lowering the Permanent Rate of Unemployment," Harvard 
Institute of Economic Research, Discussion Paper Number 259, 1972, pp, 77-106, 

4. We calculated a guarantee level, including an adjustment for family size, for each 
family each period. Members of the control groups were faced with AFDC-UF 
guarantees,* 'as were members of the experimental groups, only in the periods when 
they received it. Otherwise, members of the experimental groups were faced with 
their experimental giiarantees. 

5. Another interpretation is that program participants first reported net earnings, 
but Interviewers sought information on gross earnings. With the careful re- 
porting required NIT recipients, they learned to give their gross earnings, 
wheras control group participants did not. The switch from net ^to gross 

among NIT part;icipant8 could show up ^s higher variance for them. Again, 
it is not clear why only the Spanish should be so affected. For discussion 
of this problem, see Harold W. Watts, et al , "Concepts Used in the Central 
Analysis and Their Measurement" in' Watts and Ree's, Chapter B I. 

6. Rueben Gronau, The Intrafamily Allocation of Time: The V^lue of the Housewives' 
Times," Ainerican Economic Review , September, 1973. 

7. . Storey, pp. 5, 53 and 55. 
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CHAPtER VII 

t 

An Analysis of Transfer Payments 

' A. Methods of Study ^ * 

. ' ' 1 * 

Any transfer payment sysjtem is governed by a complicated package of regulations. 

Different families are likely to receive varying treatments under it depending on their 

circumstances; . First, there ari rules governing eligibility — whether benefits to 

a family are to^be positive or zero. Then if the family is eligible, its benefits 

are calculated. Under both the NIT and AFDC, Uenefits are calculated 'according 

to a formula of the form. 

(1) W ^ G -tY 

where W is the iamount of the transfer payment, G the guarantee level, t the tax or the 
benefit reduction rate, and Y the income of the family. However, there are compli- 
cations in applying the formula, since there may be differences in the guarantee or 
the effective tax rate between families. For example, the guarantee typically varies 
by family size. The tax rate may differ with the type of income (earned or unearned). 
In addition, the effective tax rate under AFDC is affected by program features such 
tfs the set-aside and the work expense allowance. It. is not possible to produce a 
single formula that will explicitly incorporate all the rules of a transfer system* 
Nevertheless, it is re^Lsonable to relate transfer payments to a few key variables 
like income and family size, where the rules of the system, though not entering the .^r' 
formii^tion 4irectly, do determine the observed relationship between the payments 
and the explanatory variables. This procedure is particularly useful in comparing 

* : '■ — 

In this chapter we rely heavily on the work of Mr* Bar'ry Sun, a research assistant 
In the Heller Graduate School, associated with this research grant. 
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transfer systems havln|^4i££erent rules, for one can then examine whether the ob- 

/' 

served relationships differ between systems. In. the remainder of Part, A of this chaptei:» 
we will try to identify mea8i;ra)>le variat^les that can contribute to the explanation 
of transfer payments. In Part B we will apply our model to. the Wisconsin study sample 

. / 

where we can compare several NIT plans and AFDC-UF, In Part C we will investigate 
.welfare experience in the Michigan sample where families are covered by AFDC, AFDC-UF» 
and General Assistance programs which differ by state. 



A principal concern in studying transfer programs is to learn about the "welfare 
dependency" of recipients* One measure of welfare dependency for a family would be 
the proportion of time^it received transfer payments over a prolonged period. Chapter III 
provides some information on this measure in Tables III-6> 7> and g. Yet there is more 
to the story of welfare dependency. In an income conditioned program, d family may 
receive benefits even though it has income, provided its income is"^ow. The amount 
of its payment ranges from its guarantee level when it has no income, down to. zero 
as its income rises to the breakeven level of the program. ' Thus, the welfare .dependency 
of a family depends not only oh \jhether or not it receives benefits, but also on 
the magnitude of the benefits received. A measure reflecting both elements of welfare 
""^dependency is the mean over time of transfer passmen ts received by the family. The mean 
will be zero only if the transfer payment in each period is zero, in which case the 
family has never received transfeij payments over the period studied. At the other 
extreme, the highest degree of welfare dependency occurs when the mean equals the ^ 
guarantee level of the family, for then it must hav^ equaled the guarantee level all 
the time. Intermediate values of the mean benefit ari^e either because the family 
is ineligible some of the time (receiving a zero benefit) or because it has income 



evea while receiving benefits (so t\At these are below the guarantee level) or both. 
It .should be noted that the mean benefit depends not only on the income, of the family, 
but/ also on the structure of the transfer program. It thus measures welfare dependency 
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In the 'context of a gtven program and cannot be "interpreted as a measure of the . 
relationship between family Income and "family needs/' Notice flna^Ily that the mean 
benefit measures •tKe average, cost to tUe government oJE 8^jp^porting^ the family vnder T 
the existing welfare system oyer a prolonged period of time •\ We will use the me^n 

benefit level of a family as bur depend§nt variable. 

i ' ; - * ' - * ' 

In explaining mean benefits, we must deal with the question of eligibility, . / ' . 

The rules differ substantially from one program to another 'and can get complicated. 

For Our purposes, it is useful to distinguish three types of families: 1) tho^e 

who are never eligible and are thus never recipients, 2) those who are ellgltjie in . 

every period of the study so that they always receive benefits* 3> those whose ' \ 

eligibility varies over time so that they receive benefits, but only some of the 

time. For types 2 and 3, mean benefits will vary with income. Although type 1 

families experience different levels of Incomd*, their mean benefits are always the ' 

same — zero. Thus type 1 families should not be Included in the same equation 

that explains the mean benefits of families of ^types 2 and 3. (Diff erences between 

type 1 families and the others are discussed in Chapter III.) We return to a. 

discussion of what determines eligibility aft^'c^sW what determines benefits " 



for type 2 and 3 families.. 

In any period in which a family is eligible, its transfer payment is related to 
its income by equation (1). For a family of type 2 (whlcii is always eligible), the 
mean benefit, W, will ^ related to mean income, Y, by the same equatloii, provided G 
and t remain constant over time. If we could statistically estiitiate equation (1) jt^st 
for type 2 families, the estimated <&)ef£lclent of Y should be the average, effective 

: ^ 

* tax rate. Howev^^, our sampfes of type 2 families alone are too small, slnc^ t^pe 3 
families are far more common. For a type 3 family, W will also be related to but 
not by equation (1) ♦ In periods when the family receives no benefits and when its . 
income Is high,, equation (I) would predict a negative W while the actual benefit 

(. ' - . • *• • 
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.would be zero. The value of W predicted by equation (1) would thus be smaller than the 
true value* If we statistically eatimate the relationship between actual W arid Y, the 
: . , estimated coefficient of Y should be negative, but stoaller (in absolute value) than 

the tax rate,.. The coefficient of the mean income term will thus, measure the combined 
effect of the average,, ef fee tiye^tajc rate and the proportion of time families in our'' * 
fiajnple are ineligible. , 
Observe that equation (1) is a linear ^expression involving income in one term 
. . and "the guarantee in the other. As we observed earlier, the main reason for differences 
^ i£ the guarantee between families is differences in family size. For Simplicity we 

assume that the guarantee is .a linear function of family size, F. 

(2) G > BF ' . 

The basic guarantee for a family of' four is thus A + 4B, and B measures the increase 
in guarantee resulting from each additional person in the household. For a family of 
.type 2, medn benefits would be ^ 

^ (-3) W » A + BF - tY I 

where F is the mean family size. However^ if we estimate an equation in the form 
(4) W « a + a^^F - a2Y '• . ' ' 

' for both family types 2 and 3, we would expect each of the est Imatai coefficients, a^, 

a^^, ^and a^, to be smaller than the corresponding program parameters A, B, and t. The 
reason dgain'is that l^ype 3 families are ineligible, for benefits part of the time* 
During this ineligible time, equation (3) would .predict a negative W when actual benefits 
are zero. The estimating procedure, will thus tend to scale down ^he program parameters 
in arriving at an equation that will predict actual W. . 

Indeed there is a aerious difficulty in estimating equation (4) for family types 
2 and 3 combined. Consider two families, one of type 2 and the other of type 3, such that 
? and Y are the same for both. Since the type 3 family was ineligible somfe of the time, 
it may have had a high income in periods of eligibility counterbalanced by a low income 
in the other periods to make its mean Income equal to that of the less volatile income 

216 . 
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stteam of the type 2 family. But then V will probably differ for the two families 
even though equation (4) would predict an identical value for both.. The problem is 
that we must introduce variables to control for the changes in eligiblity among type 3 
families. Changes in eligibility result primarily from changes in income or in f airily 
structure. ' . 

As the illustration in the last paragraph showed, there may be an independent effect 
of the variability in income on the mean benefit to the extent that the variability is 
associated with changes in eligibilityt A convenient measure of variability i3 the 
standard deviation of income. However, the relationship between W and income variability 
is likely not to be a simple one. Consider a family with low mean income. If it is 
a type 2 family (al^jays receiving benefits), then variability ^in its Income 'has no 
Independent effect on W. The \5ariabllity begins to matter only when income in some _ * - 
periods^becomes^ large enough to make the family ineligible. To the extent that the 
family is Ineligible part of the time, its W will be smaller tha^th&t of a type 2 
family with the same mean income. Thus, for a ^family with a given low Y, the larger 
the variability in income, the greater the^ likelihood that the family will be inr 
ejlgi^l^ Ijome of the time. The greater the period of its ineligibility, the smaller will 
be its "w. We may thus expect a negative relationship between income variability and 
W ^for a ^family with low mean income. Consider, however, a family with mean income - 
above its breakeven level. On the tiasis of the mean alone this family would receive 
no benefits. It becomes eligible to the extent that its Income becomes ley enough 
in some periods.' The higher the variability of its income, the greater .the likelihood 
that it will be eligible part of the time, so the greater its W. To summarize, we 
^pect no relation between W and income variability for families of type 2. For 
families of type'^^S we expect a negative relationship when mean income is low andjj^ 

t 

positive association when it is high. , HJ* 
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To accommodate all the^e cases in one model, we first define a variable S^, equal 
to the standard deviation of income for families of type 3 and equal to zero for families 
of type 2. We then add this variable to equation (4), but instead of assuming that 
its coefficient is constant, we make it an increasing function of mean income of the 
form a^ '^T' - a^. (Any increasing, function of Y could be tried,- but we obtained 
the best results using the square root.) This coefficient is negative when Y is" low 
enough, but becomes positive as Y rises. Our model thus becomes 

(5) _ > _ r=. 



y 

3 yf 47 



We thus add not only the variable S^, but also the product term^S^^ Y as a separate 
variable. • , * , . - 

Consider now changes in eligibility resulting from changes in family 
structur^^. Suppose a female-headed family received AFDC. If the woman marries, the 
family is no longer eligible for AFDC. It may qualify for AFDC-UF if such a program 
is available in its state, but eligibility standards are more stringent than for AFDC. 
As another example, if a husband leaves his family, the family may become eligible 
for AFDC. Thus, although a male-headed family may receive welfare, it is usually 
easier for a female-headed family to qualify. The number of periods the male head 
is present is a variable that might measure this effect. The fewer periods the^male 
Head is present, the more periods the family is likely to qualify for welfare and 
so the higher its mean benefits may be. 

As one final consideration, note the likelihood of bias in estimating equation 
(5), due to simultaneity. For not only does income determine transfer payments, 
but transfer payments. may Influence income.. We could have replaced actual income by 
an instrumental variable constructed to tie uncorrelated with the error in equation (5). 

C 218 * ^ 
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This construction could have been obtained .by using the predicted values from our 
male and female earnings equations, then adding thesfe to other non-welfare Income 
(assumed exogenous) for each family. In view of the poor quality of our female 
earnings equations, we decided not to attempt such a procedure. Note In making 
comparisons that while all magnitudes Iri our earnings equations are expressed In real 
terms, the variables In equation (5) are all In nominal terms* The theory 'yf labor 
supply underlying the earnings equations relates only real variables* In contra&t, ^ 
transfer payments are C;alculatfed in terms of nominal income* 

B. NIT and AFDC-UF in the Wisconsin Study Sample^^ f , 

-J 

1* The Choice Between NIT and AFDC . j 

The introduction of an AFDC-UF program in New Jersey shortly after the 
beginning of the NIT experiment gave NIT recipients the option of switching to an al- 
ternative program. 'Thus, average NIT benefits over time for a family could be low 
'ieither because the family received small transfer payments altogetlj^r or because the , 
family switched to AFDC-UF. Two families could have the same values. for all of the 
independent variables in equation (5) but different values of mean NIT benefits if 
one of the families switched while the other did not. ^In ,estimatlng equation (5) 
for the various ex|ierimental and control treatments, it is necessary to add a variable 
to control for program switch^g^ The only switching possible was from a family *s 
assigned NIT treatment group to AFDC-UF (or back again). What matters is the amount 
of time spent under the alternative program. Let P be the ratio of the number of 
quarters in which NIT was received to the number of quarters in which any transfer 
payment — NIT or AFDC-UF — was received. We will use P as our varlablfiuto control^ 
for surltchlng. It measures the percent of total welfare time spent on NIT. 

As was shown earlier in Table 8 of Chapter III, P differs substantially^ from 
one experimental treatment group to another. Apparently, the Inducement to switch was 
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stronger in some of the/^roups than in'others. Before proceeding with the estimation 
of equation (5), it is thus interesting to investjigate what detWmiines P. Our sample 
for .this Investigation is limited to members of the eight experimental NIT treatment 
groups who had fhe option of receiving NIT "benefits^ To insure a finite P, wc limit 
the saiiple further to those families who receive some, transfer payment, whether AFDC^UF, 
NIT,. or both, during the experiment. We then try a humber of explanatory variables 

and estimate the relationship by least squares. The result is reported in Table Vll-i.- 

- - ' ' ' * . " 

The first -three variables in the table are variables that we' expect to explain 
mean, payments under any given program as. in equation (5)1 From line 1 we observe » 
that the higher mean income, the largei: the proportion of "welfare^* tine spent on 
NIT^rather than on AFDC-UF. This is consistent with the features of AFDC-UF which; 
require first that the male head ^noV be working in order to qualify for benefits 
, (although he must have vorked recently), and second th^t family income be less than 
"the guarantee level. In addition, male ^arnings^ are taxed at a high rate if the man 
begins to work a substantial number of' hourjs. As a result of these features. Income 
must be low in any period itf whicjj^ AFDC-UF benefits are received. In coatrast 
.eligibility in the-NIT plans depends only dn income, not on piale hours worked. More- 
over, the income eligibility level under NIT is at the breakeven level, not the lower 
guarantee level. Since income of Nil' families can be higher, than that /of AFDCf^F 
;families while receiving benefits, it is, not surprising that families with higher 
■ mean incpme^it'ieiKl .td 'spend relatively ^more of their, welfare tim6 on NIT. 

* The measure! of Income variability, S^,,has a negatfive effect on P, so that families 
■ with greater vauiability spend more welfare time on AFDC-UF. As we have just 'observed, 
incoie must be ver^^fe? ^or a'famlly'-to qualify for AFDC-UF ._. But the male head must 
. have been working Joefpre his earn:tngs fell to zero. Thus,, AFDC-UF recipients must 
J'have flyctuatlng incomes to qualify. In conttfast, earnings of NIT family heads need 
J, /not fall to zero for the family 'to qualify. A family can stay oa, NIT with little ^ 

' v.. , , , • . . . 

er|c ; v - uo - • . 
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•tabi;,e- vii-1 



Regression Estimates, for Proportion of Welfare Time Spent on NIT 



1. Mean Income 



3. Family Size 



4. illT Guarantee Minus 

AFDC-UF Guarantee 

5. NIT Tax Rate Minus 

AFDC-UF Tax Rate 

6. Trenton 



7 . Constant 



.0002 
(12.58)*** 

-.0003 
(-7.51)*** 

< -.0443- 
(-6.25)*** 

.1671 ' 
(4.98)*** , 

-.2420 
(-2.56,)* 

.1509 
(3.93)*** 

.830 



R 



Number^^of Observations 



F ratio 



.32 

549 
41.99. 
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TABLE VII-1 



Notes 



Sample includes only members of experimental treatment groups who received some form 
of transfer payment during experiment, ' \ 

P: ratio of number of quarters on NIT to number of quarters in which any transfer 
payment (NIT or AFDG-UF) was received. ^ 

Mean Income: mean over time of non-transfer income in current*' priced, 

S : same as in equation (5). Equals zero for a family receiving NIT all twelve 
^ periods. Otherwise equals standard deviation of income. 

Family Size: mean family size over duration of experiments 

NIT Guarantee Minus AFDC-UF Guarantee: NIT guarantee, as fraction of poverty line 
for the family, determined by experimental treatment group of family; AFDC-UF guarantee 
assumed to be 1.28 poverty line, since quarterly guarantee in New Jersey for a family 
of four was $1041 beginning in 1969 while the initial poverty line for a family of 
four used in the experiment was $825 .per qu^ter. 

♦ NIT Tax Rate Minus AFDC-UF Tax Rate: NIT tax rate determined by experimental group 
of family. AFDC-UF tax rate assumed to be .67. 

Trenton: Dummy varl^le equals one If family lived In Trentou, zero otherwise. 

Variables Included In step-wise regression, but omitted from table "due to Insignificance: 
Spanish-surname, Black, Jersey City, Scranton, meam hours worked by male and by female. 
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.fluctuation in income. Indeed, this result is consistent with our later findings that 
AFDCf-lIF paymentB are larger the larger the variability In Income, while NIT payments 
decline with variability, at least up to a fairly high level of mean Income^"^ 

The negative coefficient of tne family size term may reflect the fact that^even 
as a family, size becomes very large, benefits contloue to rise under AFDC-tlF. in. 
contrast, NIX benefits Increase only up to a* family size of eight. 

* The differential guarantee and tax rate have significant effects on the choice' 
of program In the expected directions. The higher the NIT guarantee relatl^^e to that 
of AFDC-UF, the more attractive the NIT/ On^the other hand, a relatively higher NIT 
tax rate Induces families to syitch^o AFDC-UF. ^ 

Th^ positive coefficient for Trenton probably results from the fact that the ex- 
-perlment began there earlier than in the other cities. 'Since AFDC~UF was not intro- 
duced, until after the start of the experiment, families in Trenton had less time in 
which they could receive AFDC-UF. If they were to receive anything in the early quarters 
of the experiment y it had to be NIT. , 
2. Empirical Results on NIT and AFDC-UF Payments^ 

; In o^der to detect differences in payment "systems, it Is necessary 
^to estimate equation (5) separately for each different welfare treatment. We must 
first separate mean NIT payments from mean AFDp-UF^ payments (remembering that some _ 



Individuals receive both, serially). There are eight ddLfferent NIT treatments, so . 
a separate regression is run for mean NIT payments in each of the. NIT treatment groups, 
Results appear In -Table VII-2. Meiabers of the dontrol group were, eligible only for 

In addiVl^Jti^r W eligible family in the experimental group could switch 
from ]^IT tp.AFDC^fik oucja i^p^^jprogram became available. Since members of the control 
-group were f iicetf ,.by only one program while members of th6 experimental group had. a 
\ . 6haice| we estJmted'J^^^ mean AFDC-UF payments for the experimental group as 

\ /i^^^^ th.e ^o^tiol groia^7'v:';^i8fults appear in- Tatle VII-4. ' 
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TABLE VII-2 



Notes 



Regression samples Include only families with positive mean HIT payments. 

Y: mean over time of non-Xransfer family income, in nominal prices. 

Syt equals zero for families receiving NIT payments all 12 periods; equals the 
standard deviation of non-transfer family income for others. . * 

Sy Y: product of Sy and 'ij Y. 

F: mean over' time of family size up to 8; a larger family is counted as having 
8 members. (NIT payments adjusted on basis of family size only up to a family 
of 8.) 

P: ratio of the number of periods in which NIT* payments received to the number of 
periods in which any transfer payment - NIT or AFDC-UF - received. 
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In examining the NIT, payments equations, notice first that P is strongly sfgni- 
f leant with positive coefficient in every equation. As is reasonable, the larger the 
fraction of welfare time spent on NIT, the larger is the mean of NIT payments over 
the twelve quarters of the experiment. The variable P is included to control for the 
fact that families in every experimental group chose to spend some of their welfare 
time on AFDC-TO father than on NIT. As the significance of P shows, this opportunity 
to choose between programs had an important effect on the NIT payments actually 
received. Indeed, it is possible that P does not fully control for the phenomenon 
so that other coefficients are also influenced by the opportunity to switch to AFDC-UF. 

Mean income (line 1) is strongly significant with a negative coefficient in all 
eight NIT groups, but the magnitude of the coefficient varies from group to group. 
Recall that the coefficient depends first on the tax rat* and second on the amount of 
tiMS. oyer which positive NIT payments were received. To see the effects of these two 

factors on the coefficient, we can compare groups that differ only in the tax rate, 

* • ' ■?> 

e.g., 1 and 2; s', 4» and 5; 6 and 7; and also groups that have the same fax rate; 
differing only in guarantee, e.g., 1 and 3; 2,"^ 4, 6, and S;- 5 and 7. Although the 
tax rate is 50Z in group 2 a^ opposed to 30% in group 1, the mean income coefficient 
for group 2 is much smaller. The reason is obvious from Table VII-3 where we. see 
in line 1 that members of group 2 receive NIT payments for an average of only 2.88 
quarters as opposed to the 7.25 for group 1. Altfiough^he guarantee is the same in 
both groups, the higher, tax rate greatly reduces the breakeven level (line 2 of 
Table VII-3, for a family of four) making families ineligible at a lower level of income. 
The only difference bet^en groups 3, 4, and 5' is again the tax rate. The mean number 
of periods for which NIT was received again;-daelines dramatically as the tax rate 
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Increases. Nevertheless/ the mean income coefficient is actually higher in group 4 
relative to 3, so that the direct effect of the tax rate on the coefficient in this 
case apparently predominates over its indirect effect on jgarticipation in NIT, 'The 
coefficient for group 5 sharply falls again, showing the strong effect of families 
not participating in NIT, either because of ineligibility or switching Lo AFDC-UF» 
Similarly, the coefficient is lower for group 7 than for group 6, In considering 
changes in the tax rate, then, with one exception, the indirect effect of the ta? 
rate ,ou .program participation predominates over its direct effect on the mean income 
^coefficient. When comparing. groups with the same tax rate, it is 'apparent that the 
higher the guarantee level, the greater the magnitude of the meaa income coefficient. 
This also reflects the importance of program participation since the higher the 
guarautjae *(with given tax rate), the h;y^er the breakeven level and also, the more 
' . attractive the NIT treatment relative to AFDC-UF* It appears then that the coefficient 
of mean income teflects not, only the direct effect of the tax rate on pa3nnents re- ^ 
• ceived, but also the significant, but indirect; effect of -both the tax rate and guarantee 

level on ptogram participation, t 

. * ' ' ' ^ t 

Prom -equation (5) we, know that the effdct of *the variability in income is re-* 

* V ' fleeted by^ the coefficients of bdtli S and S ''{T^ The product term is included to 

detect the possibility that the effect of variability on mean earnings may switch 

/ • . ' ( ^ • • V < 

from being negative to positive at some mean income level. The tgrm is significant 

with the. expected negative sign for grpups 3, 4;' 6, . and 7,, while the product term 

is significantly positive for groups ^4, 6, and\7^ Thus, -^or groups 4, 6, and 7 

. (and, also. ^f or 8, ,even though the coefficients ape insignificant), we can caluculate 

the levels of mean income which divide betwben negative and jpdsitive eff <»ots of 

(lines. Table VII-3).> In all cases, these levels are sd&ewhat , above tTie breakeven 

* level for a family of four. Since larger ^families have largex breakeven levels, the 
dividing Income levels cfould be close. to or, dven .below brcjakeven levels for them. 
These numbers are not unreasonable In view of our argument that high variability 
should reduce mean fiairments for families heavily dependent on welfare while it should 
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Increase meatt payments for families with higher incope. Both S and the product 

term have the correcif sign for group 8, but the coefficients are insignificant,. That 

is not surprising, since the term measures, the' effect of variability on mean 

payments to the extent that the variability results in a change In eligibility for 

benefits*- In group 8 — the most favorable treatment — there are few shifts in 

eligibility: families who receive benefits, tend to receive them most of the time. 

In groups 2 and 5, families receive NIT for such limited periods that the equation^ 

are of questionable validity altogether. Overall then, to the extent that an effect 

of the S term emerges, it seems to be negative, at least for low mean incomes. For 

* * * 

groups 4, 6, and 7 we' can detedt a shift to a positive effect in the neighborhood 
of the breakeven level, * . ' • ^ 

The family size term is positive for all groups and significant for all, 
except groups 2^*and 5, This seems to confim the unreliability of the equations for 
these jtwo groups. For the other groups, variations in the coefficient from group 
to group accord with expectations. First, in the formula for calculating benefits, 
the family size correction is larger the more generous the guarantee of th^ treatment 
group. Due to this direct .effect on payments, we should expect a larger coefficient 
the higher the basic guarantee. Second, the coefficient is increased by greater 
program participation, which is encouraged by higher guarantees and discouraged by. 
higher tax rates ^ By comparing coefficients on line 4 of Table VII'~2, we observe 
that, coefficients axe larger when tlie s|uarantee is larger, ^iven a tax rate. They 
ar^ smaller the higher the tax rate, .given a guarantee level. 

We perform^ tests to determine whether each equation taken as a whol^ differs 
8l'|(oif;lcantly; from others. We tested all. eight equations simultaneously al well as 
the equations for all groups with either the same tax rate or the sme guarantee, 
.In ail cases, the appropriate F ratio shows differences significant at less than the 
♦Ojbl level* In view of the unreliability of groups 2 and 5, the tests were repeated 
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omitting these two groups. Agaln» the differences are strongly significant. 

To see the lippllcatlons of the diff erences, we calculated the predicted value 
of mean NIX payments based on each of the eight equations for a family of four having 
a jnean income of $1300 per quarter , a value of of $400 a quarter^ and a value of 
F equal to one so that its entire welfare time is spent on NIT. .The results are 
presented in line 4 of Table VIJ~3. The $^300 mean income is above the quarterly 
breakeven levels for a family of four for groups 2^ 4, 5^ and 7. Payments arise in 
these groups only because the variability ±n income occasionally makes the family 
eligible. Payments are much higher when the mean income is well below the breakeven 
levels as In groups 3» 6^ and 8. Groups 3 and 8 have the same breakeven level but 
very different predicted payments. Group 3 has a high breake^^^en level hecaxxse^ its 
low tax ratc^y while group 8 has a high guarantee. Although eligiMllty standards 
are the same for the two groups, the higher guarantee gives higherypayments in^oup 8. 

. Examining 'now the results for mean payments under AFDC-UF presented in Table VII-4, 
the mean income term is again negative and significant while the family size term 
Is positive and significant in both equations. In contrast to the NIT results, ^ 
the. variability term, S , is positive in both equations, although significant only 



\ ^'aiflong the experimental group. In the NIT program,^ change in income across the 
;.!^^.,bceakeven level changes eligibility (except for complications introduced by the 



230 



lijcome accounting System). Ixl contrast, income must fall below tlie' breakeven level 
' \ 1 to the guarantee level and iilale earnings must fall to zero for a family to qualify 
for AFDC-UF. It i^|j^ceivable that those with greater variability in income are 
likely to qualify more often and thus have a higher mean AFDC-UF payment. In addition 
we already observed in our discussion of the choice between NIT and AFDC-UF that J 
those with higher variability in earnings tend to spend more time on AFDC-UF. ^The 
sample in the experimental group equation may thus include a large jaumber of families 

with both high variability and high mean AFDC-UF. payments. The significance of S 

only* for the- experimental group may thus reflect* the peculiarities of a s.elf--seiected ' 
ERJC sample vhlch chooses the program presumably because o£ its relative attractiveness 



TABLE VIl-4 

Regression Results on Mean AFDC-UF Payments, Wisconsin Sample 







-Experimental Group 


V 

Control. Group 






-.3088 
(-7.59)***. 


^.'2892 
, (-5.9&)*** 


2. 


s 

y . 


.2267 
(3.22)** 


.0725 
(i87) 


• 3. 


T 


83,5259 ^ 
(8,59)*** 


73.0752 ■ 
(6.74)*** 


4. 
5. 
6. 


r 

Ttenton 
Jersey City 
Constant 


-161. 9201 

V A» oj^/ **** 
1 n? 1 07Q 

(i.89) 

421.;L33 . ^'-^^ 


• -124.7691 


. . : " 

Number of Observations 
F ratio 


- — ■ t — ^ 

.39 

17'7 - 
21.72 


, ir.'09 




* 


Notes ' 





Regression samples Include only families with positive mean AFDC-UF payments. 

. Y: miean oyfer time of tion- transfer family income, in nominal pirlces% 

^ ?Sy: eguals isero for any family receiving AFDC-UF for 12 periods; equals the 
•v' standard deviation of non-transfer family income for others. 

F: . mean over time of actual fainily size. 

Trenton, Jersey City: dummy variables. * 
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to them. ^ ' * : ' ' 

.» In order to control for the program 8wlt>ching in the experimental groups 

we tried the same vardlable^ P (the ratio of periods of NIT receipt to periods on 

either form of welfare)^ used f or *the s«ae' ptirpose in the NIT payment equations. 

It was insignificant. In view of the possible peculiarities In tlie experimental 

group 8aoq>let .the equation for the control group probably gives^a more reliable 

picture of the determinants of payments under AFDC-*UF» However, with only one 
» 

equation, we cannot observe hpw particular elemen4:s ot program structure affect 
the form of the equation as we could with the NIT groups* ^ 

... . N \. 

We include city, dummy variables in the AFDC-?UF equations to^detcfct two possible 
effects. First, AFDC-UF could be administered differently in different cities* 
Such dlff er^^c^s .are less likely under NIT* Second, since the experiment ran over 
different periods of calendar time in each city, and since AFDC-UF was introduced 
after the start of the experiment, families in different cities had the AFDC-UF option • 
available for different lengths^f time* We observe a negative coefficient for * 
Trenton, significant for the experimental group* , 
C. Welfare Payments in the' Michigan Sample' ' 

A convenient feature of the Wisconsin sample is that we can distinguish, 
several subgroups within which all families are subject to the same transfer program* 
The Michigan 'sample, however, is a natlon§JL sample. There are numerous differences In 
guarantee levels and tax rates betw.een states and variations in administration not 
only between but within states* In order to get samples large enough to study,, we 
wHl group states into the same four categories used in Chapter III. * It should ' * 

bf^' temembered that there ^ay be significant differences wfthin these categories.' ^ 
Moreover, the distinguishing characteristics of each eat^gory are not known with , 
the same precision as is the case with the Wisconsin subgroups* 

Whereas the Wisconsin sample consists essentially of 'male-headed families, . 
the Michigan sample contains a variety of family types* * Male-headed families may 
qualify for General Assistance or AFDC-UF in those states offering it, while, families 

2-32 ' • . - 



with fenalft heads may be eligible for AFDC. In view of the more stringent eligibility 
requirements for AFDC--UF and its more limited availability, we will study mean paymdnf4. 
for families )Aere the male head is always present separately from other families * • 
The other families then Include those which always have a female head as well as -those*; 
having both male and female heads at different times. The families with changing 

family heads may qualify for AFDC-UF when the male is present. However, .th^'Jli^elier 

■' *. ' 

source of benefits for such families Is AFDC. We assume then that our' cai^gory 

• ^, * 

combining famlllea with female heads and changing he^ids will receive prlaiarily 'AFDC 
and General Assistance with just a small amount of AFDC-UF, ^hile the AFDC-UF pay- 
ments will be concentrated in the category of male-headed families. Results ftom . , 
estimating equation (5) are presented in Table ^1-5. • * 

Since welfare status co^uld change with a change in family head, the number of - 

, * " • • C !? 

' 4 

periods the male head was present was Included as a« variable, b\it it was insignificant. 
Casual obseovation of Table III-7 had suggested the influence of disability on mean 
paj^mentSy but it too'was insign^^cant'as a variable. , Apparently, wi^i-h-the close ^ 
association between income and disability, the income term picks up most of the effect 
of disabilities. • 

As with the mean payments equations for the Wisconsin sample, the family size terin 
Is always positive and u|3ually significant while the mean income term, is always 
negative and significant. In 'addit j»on the S term and tlfe product term^^ppear with 
correct signs for the low, low and high, high groups.'' ' ^* ^ ' ^ . 

In examining the mean Income coefficient within each group of states, it ±e cleai: 
that the coefficient fot always male-headed families da lower than that for the other 



families ±n the first three categories. This is a reflection primarily of the lower 
participation rate of male-headed families in welfare programs. ^The exception is ^ 
the high, high ^oup. We know that 'participation of male-headed families is higher 
In this group. In addition many of the states with AFDC-UF fall in this category. 
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Moreover^ the effective tax rate In APDC-UF is higher than that in AFPC> ranging up 

to 65, t)ercent. ^ , " * 

D.* Conclusion ' ' ' " 

In t>hi8 chapter we have used the mean transfer payment over a period of, a 
« 

few years as our' laeasure of welfare dependency. It is more Informative than a measure 

o^ simply ptesence on welfare since it presents the average cost over a prolonged 

period of supporting a family with a specific set of characteristics under a given 

program. Our principal, cdnclusion, is perhaps best stated in a negative way. 

Essentially^ knowing the degree of welfare dependency implies little else about the 

\ ,-- 
chatacteristics of the ^^mily (other than that it is poor over at least part of the ' 

period under consideration). In particular, one cannot deduce matters st^cti as 

whether or not family members are lazy or whether ot not they are unstable* workers. 

There are two chief , reasons for the uninfqrmative nature of welfare dependency* 

First/^our results show significant differences in what determines welfare dependency 

resulting from differences in program structure. Second, even under a given proferam, 

welfare dependency is likely to depend, both on mean income and the variability of 

income so that many combinations of these two variables can produce the same level 

of welfare dependency. 

The effect of program structure on welfare dependency can be seen most explicitly 

from the mean NIT Equations for the eight 'experimental groups. We have there a set 

of eight transfer programs identical except for guarantee and tax rate. We explain 

welfare dependency in each program on the basis of the same independent variables* 

.Table VlI-2 shows that the coefficients of the variables va^ry in a systematic way 

as the tax rate and guarantee level change. Our discussion showed" how the differences 

In coefficients result first from differenc.es ill payments, and second, from differences 

in rittes of participation in the program. In other words, a major part of the effect 

on welfare dependency of changes in the guarantee level and the tax rate comes from 



changes la eligibility* Our te^ showed tliat the coefficients differ significant!]^ 

• ' X*^ * \ ^ ' ^ ' " ' " - ' ' 

*frott one equation to> another « This means that families in different treatment groups 

with the same values of the independent variables will exhibit different levels of , ^ 
*^ * . . * , - *■ * 

welfare dependency; ' ^ 
*' ' - « 

Under a given tt^ansfer program, the appearance of both mean income and the Vari- 

ability of incone^ S » in^ the equation creates the difficulty in interpreting a par«* 

* ' / - . . y r ^ ' 

_ ticuiar level of wj^l^are dependency* A given level. of welfare dependency can occur - 
—vith various combiijations, of mean income^ and variability* However, the trade-^ffs 
'between aean^ income and variability are complicated* The variability term was 
.introduced .to detect the effecl^ of changes in eligibility on mean payments resulting 
from changes in income* A given degree of welfare dependency can result either 
$rott staad3r Ibw icome, or fi:om income sometimes higher, but sometimes negligible*, 
la 9ther words both the steady, IcfW wage worker and the higher wage worker who 

escperiehces periodic breaks in employment may have the same degree of welfare^^end- 

'"^ * \: > . ' " . • ' 

enc$> o^Pl^fc patterns must be investigated directly* In generali they cannot be deduced 

fro^fta mtadute of welfare dependency^ 



' - 226 



j^plicatiojas of the Study for' the KEN ProgiraDa 



A lasj pjr objjacrtive of welfare programs is to move people from "welfare to woijk," . 
Overvhe l m-f TigT y ^ males In the low-*lncpme .and\near ,Iow~income .poptilations typically * ^ 
move ftom Wjalfare to wor> on their own. Chret: ^ longer ^t;retch o^' time^ most 'female. 

heads of fam il ies in these income groups appear to do likewise^ Therefor ^> care is. 

* ' ' ' 

needed in judging the success or the TfIN Program, ' A welfare recipient ^xe turning to 

work is pnly a partial measure of program syccess^, . the critical^el^xent i^.how 

K ^ ' - . - . . / <r ' \ > 

- • t> , > • » > 

rapidly the change is made. Our results c^oncef ning' work p'atterns^^d the 4eter?<' 

' ' . ^ ♦ . v.- ' ; ' /^ 

minants of work effort proyide a framework for judging ihe ,exteiit*to^ wiblch: wotk 

< • ' ••^ i ' V 

effort can be influenced by deliberate policy. In other words^ our '^irvaings give 
an. indication of the limits of sniccess for a program like WIN. , * • . • 

Actually the study of |>rogram success is more complicated because' it is necessary 
to distinguish a slibrt-term success ~ 'getting a welfare recipient to work — from a 
. long-*term success ~ getting a recipient to.wprk in a situation where the probability 

Is very low that he will, leave work and retu'rn to the welfare rolls. Our results show 

# • ■ ' * . 

that while there ijB much movement be|:ween work and welfare, there is little and alow 

' : , ' ' ' . ^ \ ' 

moveinent out of the low income iranges for most families finding themselves there. 

^' ' \ ' • ' • ' , ' - ' ' ^ / ' 

^A program therefore, which < seeks to move people from welfare to work may be successful 
, pn-a 6liort-term basis but^ on a long-term basi9. Unfortunately, our 

, resjiltjS provide, little additional insight into the eyalu^tfibn of long-teinn success, 

being useiul prlmariXy for the appraisal' of short-term s)xzz^^&.^. 

In paction A of this chapter we review our findings concern^ng^ patterns of work 

and the determinants, of work effort in order. tc^ 'evaluate the opportunities for success 



^ ,o£ the TII^ JP;cpgram» .Section B considers pp8)3ibie effect's on woric effort and welfare ^ 



f ^ 



depexuiency of changes In welfare programs* Section C considers limitations of the . 
study, indicating .problems in the investigation of particular design elements of incpme 
maintenance programs' like categorical programs or work tests., i -^' 

k. Work Effort and the WIN Program 

' !♦ Work Patterns . " : ^.v.^ - —r- ■ ' - / ' • 

The work. patterns of males jaii^ females wer^ inves^tigated^ separately in 
both the Wisconsin and Michiga%>4^ta sets. ' . ' /S- 

^Among^male heads of families in the low income population, there is a 
VMl^tjrof work, .patterns , aii^ of fluctuations in employment status 

and earnings- over time, f fl^'^ny point, iri^lffie«=dw?4ng^the .JSiT experiment, the Wisconsin 
-data indicate tlfet roughly' i86 percent of the loale heads^were employed. During the 
three year-..experiment, however,, , roughly 96 percent of the males wh,o basically remained 
with, tlieir families wprked at dW time or , another. Similarly in the Michigan data, 

we'foun4 that over time! almost; all male hfeads worked at one point or another. Over 

\' \ . ^ . ' ' 

a five .year period, 96 percent of ,the male heads worked at some time. Thus, there 

is not a fixed group of employee^' working poor. Rather there is a flow of males 

through employment, with the group as a ^hole evidencing a high degree of labor force 

' attachment. ^ . • I 

</ • ' ' 

* CJ^ser examination reveals that there are identifiable groups with significantly 

different work patter^ns. iOne^ interesting group in the Wisconsin sample, roughly one- 

flftji of the total, averages more than 41 hours of work per week during the entire 

experimental^ period. . A majoi;ity of these men has substantial fluctuations in earnings, 

but thjB fluctuations do not result from unemployment. They result mainly from 

fluctuations in overtime hours or from moving in and out 'of moonlighting jobs. These 

very hard workers tend to be young, healthy, more educated^ but nevertheless poor 

or near poor. In addition to these workers who work regularly more than full-time, 

there is another group, over 30 percent of the total, consfistitlg of men who work 



steadily at j^t the full-tlae level* Workers in thepe two groups would not normally 

be covered by the WIN Program* Although any of them could lose their jobs, given 

a choice, these people voluntarily choose work. If they did lose their jobs and fell 

under the coverage of AFDC-UF and thus the WIN Program, they might need help only 

in finding new jobs. Other service treatments mi|^ht be unnecessary. These two groups 

constitute nearly hal^ o£ the Wisconsin sample of poor and near^popr male family heads. 

In the Hichigan data, we also ^f ixvd a sizable group of stable workers: nearly two-thirds 

of the xsale heads averaged 1800 hours or more per year over the five years. 

The remaining half of the Wisconsin sample consists of males who at some point 
during the study werl^ out of work. In this, half , there is a small proportion who 
never work and typically suffer from some disabling condition. Another group, con«- 
stituting over 30 percent of the total has both unstable employdTent and earnings. When 
working, these people work full-time and earn wages similar on the average 'to those 
of Other groups, Howeyer^ they often are unemployed and change jobs ft^equently. The 
remainder of this half of the sample consists of those who work most of the time with 
one or two brief spells of unemployment during the period of stu^y. Almost always 
those who lose these jobs do return to work again. This result holds for those covered 
by the WIN Program as well as for. those who are not, (Since many of ^ these were covered 
by, the NIT experiment rather than by AFDC-UF, they did not, in fact participate in WIN,) 
It is this half of the poor and non-poor who are the potential clients of the WIN 
Frbgram, The very unstable workers might have special problems requiring special 
treatments. For most» however, the critical question is whether, the observed unemploy- 
ment is voluntary, ' 

In considering' a spell ox unemployment voluntariness can appear at the beginning, 
the end} or both, For example, a persom may lose his job involuntarily, but then 
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delay his return to work voluntarily. The WIN Program has little control over the 
loss of Jobs* Its main concern Is the return to work* .Therefore^ only volunta^ry 
Influences on the speed of return to work need be considered* If there is no Intentional 

delay y the WIN Program is useful primarily to the extent that it provides job placemet{t« 

. ' ^ ^ \ r . 

If 9 however 9 the worker seeks to prolong unemployment ^ then there is ao opportunity , . 

for the win" Program to succeed in inducing a more speedy return to work, with treatments 

other than placement services. In order to judge the voluntariness of unemploym^nly 

it .is necessairy to examine the determinants of. work effort and^ in particular^ ho.v _ ; 

welfare programs affect work effort. - * '^^ ' /i^ 

Although the study concentrated on males^ substantial attention was devoted to t^ ^ 

work effort of females. In the Wisconsin data, no more than 15 percent or so of .the 

female spouses were employed at .any point in time. Interestingly, in the Michlgajpi data 

77 percent of the female heads of families worked at some time during the five years. 

Jmd pver one-third of the latter group averaged 1800 hours or more of work per year 

,over^ the five years. ♦ / 

2. Determinants of Work Effort and Earnings - . ^ ■ 

The statistical analysis of mean earnings and of the variability in' earnings 

from Chapters V and VI provide our evidence on the determinants of work effort. It is, 

of course, possible that a low wage rat^e will discourage a worker from exerting himself. 

Howf£viSf, we will concentrate on the determinants of variability in earnings and on the 

effects of unearned income (including transfer payment^) on mean earnings. Although ^ 

the principal interest of the WIN Program is in the work effort of those experiencing 

unemployment, it is necessary for statistical purposes to use a sample consisting of 

«« 

all workers whether or not they experienced some unemployment. ^ 
/ a. Unearned Income Effect 

' Our -equations for mean earnings showed a significant negative coefficient 

for iJrtieartied income for most groups tested. That means that an increase in unearned 
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iicai* wUa tend to l««d to i reduction la >eaim6ig« and prestmably also in yotk^fdtt./ 
^hgnMl^ in both the Michigan and Wiaconsin ajuq^lea»- the diacouragement effect is 
largtet for lAitefc, while it is insignif icadt for thoae with Spanish surnames in the 
^^Viiconain^^'iaa^le* ' ' ^ ' ^ ' 

Dur aeasure of unearned lnc6»e depends on ijoth the guanntee and tax (or benefitf-lpss). 
rata of the welfare prbjpranij- To see the iapllcations of oiir, estimates consider «one 
illustrations. Suppose that the velfar^ guarantee is increased hy $i,00d from an initial 
level of $2,400, which is close tc^ the current national average guarantee available 
to a male-headed family of four, including AFDC-UF or General Assistance and Food Stamps. 
Usiiag the Michigan data, for white males, we predict a reduction in annual earnings 
that ranger f torn $210 per year at a benefit-loss rate of 25 percent to $525 at a benefits 
loss rate of 70 perctot. At a wage rate of $a.80 an hour, the correspondiilg reductions 
in hours of « work per year are 55 and 138. For Blacks and persons of other races, the 
slnilar reductions are $129 and $323, with annual Kourp of work going down 34 and 85. 

Now suppose that, the welfare program benefit-loss rate is Incrdirsed by 10 percentage 
points from an initial level of 40 percent. At a guarantee of . $2400. for white m^les, 
the predicted decline in earnings i&. $126, or at a .wage of ^T^Sj} an hour^ 33 hours^ 
per year. Again^ the induced decline in earnings, is lowej: for males wixo are Biack 
or of other racea,. amounting to $78, or 21 hours annually. , ! 

Ne found -Relatively little Incidence of ,part-^ime work, nieref ore^ thes^ reductions 
in work effprt will mean for the most part increased unei^iQ;^tit (although for some 
It could mean a reduction ia overtime or moonlighting) » tfojreoyerj this is extra un^ 
employment that^ Is voluntary.' ITe may conclude then, that existing welfare programs 
indtuce on the average a small but significant r^uctlbn in work efiort among most 
^groups in the }>6or and near, poor population^. y i \ 



b*' Variability of Earnings 

Additional information on the voluntariness of unemployment is provided 
by our analysis of the variability of earnings* Not surprisingly, unearned income is 

a significant variable in the earnings variability equations for some groups, reinforcing 

> 

the conclusion that increased unearned income discourages work effort, If higher 

unearned income reduces work effort, the reduction can take the form of either more or 

• ^ • 

longer breaks In employment, ptoducing greater variability In earnings* / 

V 

In addition to unearned income, other signf leant .factors explaining the variability 
In earnings include various occupations, industries, locations, and nuipbers of Job 
changes, as well as characteristics of the worker like health, disabilities, age, and 
education* These variables reflect labor market conditions beyond the control of the 
worker as well as some of his Own qualities which he also cannot control, but which 
affect his labor market opportunities* , Although these variables are related primarily 
to involuntary factors, the discussion in Chapter VI indicatei that there may also be 
a voluntary component in some of them. It ia^^thus not possible to say precisely what 
proportion^ of the variability in earnings are voluntary or involuntary* It is 
probably safe to cpnclude, however, that altliough on the average there is a voluntary 
component in the earnings fluctuations of an individual, much of^ the variability is > 
due. to factors beyond ^his control* i ' 

' B* . Welfare Liberalization and Welfare. Dependency 

In view of the frequent proposals for welfare reiform, it is desirable to 
anticipate what difficulties would arise if a reform plan V^re^ adopted* Our results 
can give some insights into possible effects- on .wotk ef^iort and welfare dependency* 
The diacusdlpA in the previous section suggest^ that moderate. liberalisation of 
vei'i^iare programs does not run the risk of eliminating work effort among the poor in 
general^^even M eo^eragi^/is extended to the working poor* Work ^d welfare will 
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^liii cohtltmt to go togtthtr» botVaerlally and sfkiltftneou^ly* But liberalization 
My. Induce aore cutbacks in work among agme workers , as returns tp*work are delayed , . ^ 
oyertitte SiPd reduced » and voluntary job jsepaTations increased* 

* however » the extent of welfare dependency results not, only from the. labor market 
experienca of IndividualSt but also depfads greatly on the chatacteristlps of the welfare 
program they face. . Dependency-, measured by tlme^ sp^nt on t^lfare^or amount of paymenti^',^ 
received opver time, can be influenced markedly by simple ch«4ges in program characters* 
istics. .evi)n if work b^*avior is completely tininf luenced. by the program changes* 

Relying on the Wisconsin data, we fpund not surprisingly that males averaged 
high earnings ^during the experimental period received lower' welfare payments than 
'did those with low earnings. ^But whereas the differences between the two groups 
were substantial when considering regular welfare, they were relatively minor iihen 
looking at NIT payments. Uniike the regular AFDC-MOT program, the NIT plans allowed 



families with working heads to receive payments and earnings simultaneously^ Thus, * #^ 



with "un8taW*-low" earnings who faced one of the NIT triatiaents' teceived NIf 
paymenta .^averaging $225 per quarter compared to .$231 for those witli "stable high'* 
eiurnltigSy a difference of only $24 per quarter. In contrast, the difference is much 
gre«t^!r for recipients of AFDCr-PF, where wen with "unstahle^low" earnings received axL 
. ayerage of $172 in AFDC-UF paynents per quarter compared to $53 for .tbo.e with "stabie-* 
high earnings. $ittilar, results are confinneA by-th^ staticiticai^^ Chapter Vll. 

... iib«rali«atipn of .welfare programs will extend; wel^are^dependency ^ simply as a 
. mattet o£ akit Raising benefit ievdLs, fdt ^cample, exte^s coverage and makes: > 

it.p^r^.difflcu for people to tecome totally ineliglhle. If work cif fort is affected ^ 
Mtj^tiyely Vy t^hen dependency will indrease lor a secptid reason. 

Sip^a yfotk i^fot^t yu^ld undoubtedly <lccline somewhft, but also since so many more people ^ 
ii^^^ iibetalizat ion would greatly expand the, tasks of the WIN Program. 

^Thf Mln ,co^ VBltAve il,berali«atiOtt, hOjj;eyer, is likely to be not the reduction^ 

'v;i''rV ' V ' . ^ ' ^ • " ' ■ ^ ' : 
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C. Limitations of the Study 

The chief limitation In the study Is that It was not able to investigate 

" detailed design elements of the WJN Program. We relied on existing' sets of. data ' 

which are rich in information on work and welfare experience and which provide a 

picture of the context in which the WIN Program operates. However, an Investigatloii 

of any specific design element would require a series of detailed questions in a 

^ - - ■ '*' . r 

specially design^ survey. Since' the project did not include its own survey, it 

could notdeal with such questions, but only with the .broader issues. of. the relation- 

ships between work and welfare. It should be noted that our continuing research 

oh the work test is designed- to evaluat^ detailed aspects of program operation based 

on a survfey constructed specially for the project. ' This section concludes with 

a consideration bf two topics not dealt with in this study, the work test and the 

problem: of categorization, . ^ 

!• Work Tests ' ^ ^ . 



A work test^ strictly def ined^wbul<i overcome the work discouragement 
effects of a transfer payment (or anything else reducing work effort) simply by making 
thi payment conditional on some minimum level of work effort being maintained. However, 



as a practical matter, work tests are unlikely to operate so easily, «ince much un- 
employment is involuntary, resulting from labor market conditions beyond the control 
of the worker. In addition, some workers have characteristics that employers do not . 
want, making it especially difficult for them to get jobs. Thus, work tests cannot 
require actual work effort of all; they can only demand some sort of evidence^ that the 
unemployed worker is seeking a job actively. The actual work rd^uir^ent can be applied 
only once a j:ob is available. Prior to that point, work t^sts usually are work, regis--., 
tratlon requirements requiring only work s^rch on the part of the registrant. However, 
a test of job search rather than a straightforward requirement of work opens oppartun- 
itles for -evasion. It Is not necessarily a success for a work test to return a person ' 



to woflc; that would probably happen, anyway, the critical test is whether tie \^ 
-te|t Induces a person into a job more quickly than he would go ^pn his Own* Since 
; voluntary: urieatployment is largely "a natter of timing. It is not obviquS^that a wprk 
test win succeed. This research grant continues "in its next phase wlti an empirical 
lliv^stlgation of the effects of actual work tests' based on surveys conducted in five 
Cities* Thufif, althbugh a work test seems like an obvious device to ii^crease work 
..effort, careful investigation Is required- to dfetermine whether this actuallv is 

\ 2» The Categorization Problem ^ 

Although the dedire is of ten /expressed that :the poor be encouraged to 
. work, the cotjcern <ic>^8> not apply equality to all poor, J?or example, it is often f^lt 
that women with youixg chlidrea or the disabled should not be re/qulred to wprk. In 
Other words, an atCempt is made to distinguish those to be encouraged to work from 
others* Such a process of categorization is needed in most cases where work ' encourage 
ment devices are Included in the income maintenance program. For example, the WIN 
Progjtam excludes young persons enrdlle^ in school and the disabled. As another exampl 
if one believed that low tax rates had very little effect .on wofek effort, one might 
want; a categorical negative income tax iwlth a low tax ratc^'and a low guarantee for 
potential workers, but a high guarantee together with a high tax rate for others. 
Application of Work test, of course, requires a categorized population. Categor- 
i^^^ can tje eiren more complicated. Suppose, for example, that an income 

nklntefiajp^^^ several treatments to encourage work effort, like Job 

tr;4i|iiiii^i qoun&elltt^, i work test. !5hen individuals must be catego^ the 
^^aals'^c^^^ tiielr duite1>£llty for each of the. treatments. Categorization; thus is re^ 
';q^ht^' ^o^ Inpl^meht specific program featured designed to encourage i^/ork effort. ' 



Individuals can be categorized most readily on the basis of easily observed 
characteristics, for example, women with children uflder six. However, wq have ob- 
served jauch unexplaln.ed variance In earnings In ci?ose-sectlons of Individuals even 
after controlling for demographic factors. It is llkely^that any grouping based solely 
on measurable demographic characteristics will include considerable variety in* 
employment patterns • In our orlginat proposal we suggested a refined apprpach to 
categoiflzat;lon. We argued there that anyone can. work at some cost. A mother of 
young children can work if the chldren i:ecelve day-care treatment. Moat individuals 
With disabilities can be placed in. Jobs that they can learn to. perform. Individuals 
lacking skills may be trainable, while those with psychological problems interfering 
♦with, work effort can reciefve counseling^ In other words, nearly everyone can be 
made to work if ^society is willing to absorb the'cost. Now suppose the income main- 
tenance program . Includes a. sum of money for gettit^g participants to work.'^ If all/' 
potential recipients are arrayed according to the cost of putting them to work, the 
availab:^^ sum should be applied beginning from those*Jwith lowest cost up to the point 

« . ^ ^ ' 

where the given sum is exhausted. That point marka the dividing line between the ^ 
category of those who are. to be required to work and the others. The approach can be 
modified if one wants to measure the benefits of putting a person to work. The cal- 
culation of indiyidual costs may depend on the range of treatments to be offered. 
Allowing for various complications, the principle involves categorizing people on 
the basis of their labor market potential rather than some demographic characteristiq^ 
only loosely related to suitability for work. ^ 

If this principle were to be developed, several kinds of Information would be Aeeded. 
First, the effectiveness of a particular treatment in getting various sorts of in- 
dividuals to \^rk must be known. As we hav^ discovered, learning the effects Of a-wo!rk* 
test alone requires a major research effort. Second, the cost of each treatment must 




be es^bliaHfed^ Third, the various work related problems of individuals iaust be 



identified and people classified on the basis of such problems • lUe had* Intended to 



concentrate on the third area* 

4. 



Serious difficulties be^et attempts to tflassif^ people on the basis* of .their 



WDrl;-related problems. The program cduld esta^li^h general guidelines to be applied 
to each individual by a caseworker. The classification of indiyid^als then depends V 
largely on the judgments of the caseyrorkers, among whom there are significant differ- 
enced in judgment. An Approach such 4s. we suggested could be vali^ble mainly if it 
reduced the discretion of caseworl^ers iA assigning individuals to categories by 
developing a more specific set of guidelines. Guidelines should satisfy two criteria; 
1) if the individual hae some characteristics of interest, the guidelines should 
^ be such that there is a high probability of detecting that characterisdtc; 2) if the 
individual doe^ m>t possess 'some qiiality, the probability must be high that the guide-' 
lines not attribute dCt to him mistakenly. If follows that a reasonable set of guide- 
alines mus^ first distinguish those worker characteristics of concern to the program. 
But thei^^ there must be a highly reliable formula if or predicting whether a worker T 
possesses each of the characteristics. ) * * 

The variability in the earnings of an^individual is. only one element contributing 
to an understanding of his work-related problems. Nevertheless, one can see Some of 
the difficulties in constructing an adequate set of guidelines by examining our equations 
for the vari^ibility in earnings (Chapter ^VI, Part A)* 'Regression equations like these 
allow prediction of. the de]pendent variable given any set of values of the independei^t 
'variables. Thui^,, as long as we knew the values of the independent vatlables for an 
individtial, We coul^ predict the value, of his dependent variable without needing to 
observe it directly. 3^e difficulty with prediction is that there is. always some error. 
Noiw lopkixig at our equations for the variability of earnings, their explanatory power 
' ie hot too high and it caia be shown tha the confidence limits for prediction are wide. 



' ' ib^t li|, Ihe probability i's high that for any individual the true vatriability in hi6 
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•urnlotp differs substantially from«its predicted value* As a consequence ^ a pi^rson 
, >Could be easily placed in. tbe wrong (Category of earning^s variability on the basis of 
our equation* . More realist ically^ categories w&uld depend on several characteristics 
J , ^ ^ vhichj^like the variability in earnings » are each likely to be predicted imperfectly. 
Satisfactory .guidelines could be established only if the probabllty is high that the 
error in the. joint prediction is small. . - 

' The difficulty with' an equation like ours for earnings variability is not hatd 
to f indni The independent variables include a number of easily measurable general 
characteristics of workers. The equation is useful in identifying j^hich characteristics 
are significantly related to the variability in^ earnings and thus helps provide a 
picture of Hzomnon elements contributing to the earnings variability of many individuals. 
Although there are 'similarities in, earnings patterns > however, there are lilc^fly. also 
to be unique ^l^ents ^affecting the earnings of many individuals for;' which the epilation 
cannot control.' Tlie^eason the predictive''. power of our equations is low (besides errors 
-in neasuting the variables) is thus the omissiop of many of the actual explanatory 
variables. It is Conceivable t^iat a survey designed* to escamine the details of work 
problems could yield more explanator:y variables which could Improve the predictive 
* power of our equations. Yet there is no^ possibility of isolating all**individual. 
. peculiarities and' thus eliminating all errors in prediction. The practital question 
is how much of the variability in earnings (or any other variables of interest) is ^ 
X explained by unique factors peculiar to just^single individuals and how much depends 
on features common tq^many people. The greater the uniqueness in individual behavior, 
the less readily research can be used to establish detailed guidelines for a procedure 
like- categorization. But if the jguidelines cannot be^set reasonably, the process or. 
categoriaction itself becomes questionable. , , " * ' > , ^ " • 



It wmf be that further research will proviale^e kind of detailed itif ormatloa 
l:hfLt is votcesM^^ to construct sidelines for categorization* Indeed, programs 
to encourage work effort face the best chance of success if ' treatments are applied 
to those £cidividuals most suited for them — that is,, if the recipient population 
can1>e adequatfely categorizedt However, our results cajfiibt be stated with the 
definiteness required to establish an adequate system of categorization. , 
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